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SUMVARY OF DECI SI ON

In this Order, the Conm ssion rejects Central Mine Power
Conpany's proposed $83.1 mllion rate increase as unjust and
unreasonable. In its place, we order that the Conpany file rates
to increase its rates by $26.239 million. This revenue
requi renent decision includes a cost of equity of 10.05% which
produces an overall cost of capital of 8.52% CQur cost of equity
finding includes an adjustnent of 50 basis points to account for
the QF contract inprudency found in Docket No. 92-102.

In arriving at this decision, we find that the Conpany's
performance in the area of nmanagenent efficiency and cost cutting
has been inadequate. W base our cost efficiency finding largely
on the results of the Comm ssion-ordered "focused” nanagenent
audit, but rely as well on our findings concerning other aspects
of Conpany managenent and its operations.

Qur determ nation of just and reasonable rates includes an
adj ustnent of $25.3 mllion for efficiency savings. This
adj ust ment represents a reasonabl e bal ance between the interests
of investors and custoners.

Finally, we find that an alternative rate plan, in
particular a price cap nmechanism is likely to be a better neans
to ensure that ratepayers do not pay for inefficiency and that
managenent has the proper incentive to control costs. W also
believe that this alternative way better accomobdates the grow ng
| evel of conpetition in the electric industry by providing
greater flexibility to CMP without sacrificing the interests of
CVWP' s "core" ratepayers. At this tine, however, too nany details
remai n unanswered. Accordingly, we will initiate a follow up
proceedi ng wherein CVWP, the Advocate Staff and other parties wll
have the opportunity, by negotiation and consensus if possible
and by litigation if necessary, to resolve the renaining issues.

PROCEDURAL HI STORY

On Decenber 29, 1992, Central Maine Power Conpany ("CWVP")
filed a 60-day notice of intent to file a request for an increase
in nonfuel rates of approximately $95 mllion, pursuant to
Chapter 120, Section 6 of the Comm ssion's Rules and Regul ati ons.
On February 4, 1993, the Exam ners granted CMP' s request (nmade by
|l etter dated January 6, 1993) to allowit to delay filing of its
annual report until April 1, 1993. On March 1, 1993, the Conpany
filed its direct case, including proposed rate schedul es,
pursuant to Chapter 120 and 35-A MR S.A 8§ 307. On March 2,
1993, CWP filed additional confidential information and on March
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4, 1993 the Conmpany provided its confidential supplenent to Item
1 of its March 1st filing in regard to 8 5.C. 13 of Chapter 120.
On March 15, 1993, the Administrative Director found the filing
to be in substantial conpliance with the rule.

On April 12, 1993, CWP filed a corrected Table of Contents
of its Chapter 120 Information, clarifying its intention not to
address the topics of "Multiperiod Rate Plan,” "Update on
Hazardous Waste Sites,"” and "SFAS 106."

On March 24, 1993, the Conm ssion suspended the operation of
t he proposed rate schedul es for three nonths, and on June 21,
1993, the schedul es were suspended for an additional five-nonth
period from June 30, 1993, pursuant to 35-A MR S. A § 310.

A Prehearing Conference was held on March 24, 1993.
Procedural Order #3 was issued March 30, 1993, allow ng petitions
to intervene, consolidating intervenors, establishing an initial
schedul e, and setting out procedures for discovery, the efficient
conduct of hearings, and other related matters. The order al so
stated that:

Due to the large size of the requested

i ncrease, the current difficult economc
climate, and extrenely negative public
reaction to the rates of CMP, the Conmm ssion
intends to closely scrutinize all costs
submtted by CWP. In particular, as the
second | argest area of increase, we plan to
focus on the Conpany's demand si de managenent
expenses to determ ne their prudency.

In addition, the Conm ssion would like to
consider any rate stability plans or
proposal s, such as revenue freezes, stayouts
or increases tied to index.

Procedural Order #3, at pages 7 & 8.

A Case Managenent Conference was held on June 11, 1993.
Hearings for subm ssion and cross-exam nation of direct testinony
were held June 15-17 and June 22-25, 1993.

Public Wtness Hearings were held in six |ocations as
follows: July 6, 1993 in Augusta, July 7, 1993 in Wells, July 8,
1993 in Belfast, July 13, 1993 in Lewiston, July 14, 1993 in
Farm ngton, and July 15, 1993 in Portl and.

A Conference of Counsel was held on August 19, 1993, to
determ ne the scope of the issues to be considered in the context
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of alternative rate proposals. By Procedural Order #8, the scope
of the issues to be considered fromCW' s Alternative Rate Pl an,
filed July 21, 1993, was limted to the price cap issue.

Hearings on rebuttal and surrebuttal testinony were held on
Septenber 15-17 and Septenber 21-23, 1993. Briefs were submtted
on Cctober 14, 1993 and Reply Briefs were submtted Cctober 21,
1993.

| nt erventi on

In Procedural Order #3, dated March 30, 1993, the foll ow ng
petitions to intervene were granted: O fice of the Public
Advocate ("OPA"); Departnent of the Navy ("Navy"); Bath lron
Wor ks Corporation ("BIW); AIRCO Industrial Gases ("AIRCO'); Fox
| sl and El ectric Cooperative, Kennebunk Light & Power District,
Madi son El ectric Wrks ("CW s Wol esal e Custoners”); Commercia
Custoners Utility Coalition ("CCUC'); Alliance to Benefit
Consuners ("ABC'); Nei ghborhood Action Coalition of Geater
Portland ("NAC'); M ne Association of |nterdependent
Nei ghbor hoods ("MAIN'); Maine State Legislative Commttee of the
Anmeri can Association of Retired Persons ("AARP"); Industri al
Energy Consunmer Goup ("IECG'); Commttee on Lower Electric Rates
("COLER"); Active Citizens' Electrical Rate Residential Team
("ACERRT"); Maine Citizens Conmttee for Electric Rate Reform
("MCCURR'); Madi son Paper |Industries ("Madison Paper"); Trina
Wal | ace, Helen Patterson, Herbert C. Hammond, John A. MacDonal d
David S. Fox, F.G Folsomand John McEvoy. Various intervenors
vol unt eered consolidation for purposes of cross-exam nation and
di scovery, including ECG with COLER, and the Whol esal e Custoners
with CCUC. The remaining intervenors were further consolidated
as foll ows:

. Resi denti al ratepayers including ABC, NAC/ MAI N, AARP
MCCURR, ACERRT, and all individual intervenors, with
OPA;

. Large and industrial custoners, including BIW Al RCO

| ECE COLER, Madi son Paper, and Departnent of the Navy.

On May 11, 1993, the late intervention of Natural Resources
Council of Maine ("NRCM') and the Conservation Law Foundati on
("CLF") was allowed. The two organi zations were consol i dated
vol untarily.

Managenment Audi t

Procedural Order #3 also noted that the "Final Report of the
Focused Managenent Audit of Central Maine Power Conpany for the
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Mai ne Public Utilities Comm ssion” would be submtted on July 15,
1993, and would be used in review ng CMP' s expenses. A
subsequent procedural order, dated July 27, 1993, set forth a
schedul e for integrating the managenent audit into this
proceedi ng, including the filing of CM's reply testinony on
Septenber 1, 1993.

Pre-Fil ed Testi nony

The Conpany's filing included the pre-filed direct testinony
of Matthew Hunter, President and Chief Executive Oficer (Vision
Statenent, Goals and Objectives, Controlling health care costs,
Managenent Audit); David E. Marsh, Senior Vice President, Finance
and Chief Financial Oficer (Financial justification for rate
increase); David M Brooks, 111, Corporate Finance Speci ali st
(Rate of Return); Laurie G Lachance, Corporate Econom st (Sal es
Forecast); Robert E. Tuoriniem/Paul A Dumais, Manager of
Fi nanci al Reporting/ D rector of Revenue (Test year revenue
i ncrease, adjustnents proposed to test year results, test year
actual net operating incone and rate base); Paul A Dumais,
Director of Revenue Requirenents (Attrition analysis); Peter A
Maheu, Director, Rate Devel opnent and Pricing (Rate devel opnent
process).

The Conmi ssion Staff prefiled direct testinmony of Denis P
Bergeron (DSM; Richard J. Lurito (Cost of Capital and Capital
Structure); John Stutz (Sales forecast); Janmes H Breece (Mine
econom ¢ forecast); and Thomas S. Catlin (Revenue Requirenents).

The Ofice of the Public Advocate prefiled testinony of
Thomas Knudsen and M chael Bl eiweis (Revenue Requirenents).

CCUC prefiled the testinmony of John Peters, Thomas J.
Mat hews, and Janes H. Ash (Customer |npact); Roberta M Wil
(Capital Structure and Financial Integrity) and Gordon M Wil
(Cost of Capital and rate cap proposal).

| ECE COLER prefiled the testinony of Jesse Magee, 111, denn
Pool e, Sanuel Brogli, Steven Rowe, Charles Siletti, Robert Sween,
John Raden, John Spenlinhauer, 111, Rand Stowell, and David

Johnson (Custonmer Inpact); Prof. WIlliam G Shepard (Econonic
Forecast); and Dr. Richard H Silkman (Rate Freeze and Corporate
Ef ficiency).

The Departnent of the Navy prefiled the testinony of Thomas
J. Knobl och (Rate Design); John P. Legler (Capital Structure);
and Ralph C. Smith (Revenue Requirenent).
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NRCM CLF prefiled the direct testinony of Joseph M Chaisson
(DSM .

On July 14, 1993, CW filed rebuttal testinony of David E
Marsh, Robert E. Tuoriniem/Paul A Dumais, Laurie G Lachance,
and David M Brooks, Ill.* In addition, CVWP filed rebuttal
testi mony by several new w tnesses including Thomas D. Mockl er,
Director of Fixed Incone Research; Tucker Anthony, Inc. (Credit
Quality); Philip C. Hastings/Hossein Haeri, Director of DSM
Pl anni ng/ Di rector of Eval uation and Assessnent (Demand Side
Managenent); and Dougl as Stevenson, Vice President, Planning and
Budget s (Managenent Audit).

On July 15, 1993, Advocate Staff filed the Managenent Audit.

On July 21, 1993, QW filed an Alternative Rate Proposal
and on August 12, 1993, CMW° requested |leave to file the
suppl enental updated and rebuttal testinony of Robert E.
Tuoriniem /Paul A Dunais regarding the issues of recent federal
income tax | aw changes and the recent actions of Madison Electric
Wor ks and Madi son Paper Industries. CM filed second
suppl enental testinony of Robert E. Tuoriniem/Paul A Dumais
addressing the financial inpact of the Madi son actions. By
Ruling on Staff's Objection to CMW's Request for Leave to
Suppl emrent Rebuttal Testinony, dated Septenber 10, 1993, the
Exam ners allowed only the suppl enental testinony regarding the
federal tax changes, striking the testinony on the Madi son issue.
On Septenber 10, 1993, CWP filed a Mdtion for Reconsideration of
t he Exam ners' Ruling.

Staff and Intervenors prefiled the follow ng surrebuttal
testinony:

. Advocate Staff filed testinony of Denis Bergeron
Bar bara Al exander, Richard Lurito, James Breece, Thomas

On July 14, 1993, in addition to filing revised rate schedul es
to reflect the changed revenue increase from$95 nmillion to $82
mllion, CWP also filed revisions to rate schedul es and Terns and
Condi tions that were not proposed to be changed in the March 1
filing. Because these schedules and Terns and Conditions were
not merely updated revisions to schedul es that had al ready been
suspended by the Comm ssion, the newy filed July 14 schedul es
(and Ternms and Conditions), which were filed with an effective
date of August 19, 1993, were tw ce suspended pursuant to Section
310. Updated changes and corrections to sone of the Terns and
Conditions were filed with the Comm ssion on Novenber 3 and
Novenber 23. These corrected and updated rate schedul es and
Terms and Conditions were approved in Qur Part | Oder.
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Catlin, John Stutz, Patricia Schumaker, Marvin H Kahn,
and Dal e E. Swan.

. The OPA filed testinony of Thomas Knudsen and John
Stutz (jointly with AARP).

. AARP filed testinony of Neil Talbot and John Stutz
(jointly with OPA).

. | ECG COLER filed testinony of Jesse Magee, |11, denn
Pool e, Rand Stowell, John P. Mirphy, Steven Rowe,
M chael R Stunbo, and Dr. Richard H Sil knman.

. CCUC filed testinony of Gordon L. Weil.

On August 26, 1993, CWP filed, in response to other parties’
surrebuttal testinmony on the Managenent Audit, testinony of
Ceoffrey W Green, Director of Consuner Affairs, and Dougl as
St evenson.

On Septenber 16, 1993, Barbara Al exander filed suppl ement al

testi nony on behalf of the Advocate Staff.

Protective Oders

Six protective orders requested by the Conpany were granted
on February 12, 1993, as foll ows:

. Protective Order No. 1, regarding "DRI, PACE, R SI,
Bl ue Chi p and NEEP | nformation;"

. Protective Order No. 2(A) regarding "non-utility
generation contracts;"

. Protective Order No. 2(B) regardi ng "Request for
Proposal for Buyouts and Buydowns Relating to
Qualifying Facilities and O her Contracts;"

. Protective Order No. 3 regarding "Specific Custoner
Dat a; "
. Protective Order No. 4 regarding "Fuel Contracts;"
. Protective Order No. 5 regarding "Confidential Business

| nf ormati on?. "

20n February 12, 1993, Staff filed comments on the granted
Protective Orders stating its concern (particularly with
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Protective Order No. 5) that the | anguage of the orders and the
scope of distribution in sone cases, may require nodification.
Several additional requests for nodifications were made including
one to allow dissem nation of Protective Order No. 4 to

desi gnated (non-|lawer) representatives. |In response to

Exam ners' CMP enployed a systemto do so by arrangenent.
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An additional Protective Order was granted on April 28, 1993
regarding "Information Related to Power Partners Projects.”
CVWP' s request for "Protective Order #7 -- Conpetitive Market
I nformati on" was deni ed by Procedural Order dated Septenber 14,
1993.

1. OVERVI EW

Thi s Comm ssion has decided many inportant cases in the | ast
20 years. Even so, this rate case for Central M ne Power
Conmpany may be viewed by the people of the State of Maine as the
defining decision of the Public Utilities Conm ssion.

The 1990s have seen increasing conpetition for CVP and ot her
electric utilities. At the sanme tinme, CVW's rates have risen
significantly in the last three years, adversely affecting its
conpetitive position, and CVMP' s custoners in Miine have suffered
t he consequences of a severe recession. The obligation of the
Comm ssion to serve the public interest is brought into
especially sharp focus by this confluence of circunstances.

CWP contends that traditional revenue requirenent analysis
supports a significant rate increase; CVP cautions that "rate
regulation is not a referendum"™ By contrast, the other parties
al nost uniformy agree that this case is "a nonmentous proceedi ng
for Maine" (I ECE COLER) or a "watershed case for CVP' (Advocate
Staff). These other parties assert that custonmers will not and
in some cases cannot tolerate further rate increases, and should
not be required to do so, because CMP has failed to cut costs
adequately and hence is not as efficient as the utility should
be.

The view held by many of CMP's customers of this case is
reflected in the unprecedented | evel of attention given by the
public to this proceeding and events leading to it. Between
January 15 and May 15, 1992, 15 fornmal conplaints signed by
t housands of custonmers were filed with the Conm ssion. These
conpl aints were consolidated and investigated in Docket
No. 92-078. Wiile one factor in the conplaints was the rate
desi gn change inplenented in Decenber, 1991, there was w despread
agreenent fromthe conpl ai ni ng custoners, the public w tnesses,
and the parties that CMW's rates were a serious problemfor al
cl asses of custoners. Re: Central Maine Power Conpany, Dockets
92-078 and 89-068 (Me. PUC August 5, 1992).

While we found that a base rate investigation was prenature,
we did order a Managenment Audit in Docket No. 92-078, the results
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of whi ch have becone an issue in this case. W also stated that:

t he Conpany's next base rate case will be
pursued with aggressive scrutiny, seeking
cost reduction in every possible area of the
Conpany's revenue requirenent. |f the
revenue requirenment can be | owered, a real
solution to the problemof all classes of

rat epayers will have been achieved, with
consequent benefits to the Miine econony. |If
not, there is at |least the hope of restoring
confidence in the regulatory process by
conducting a proceeding that is open,

bal anced, and rigorous as the

resources of governnental process allow 1d. at 70.

This rate case has been characterized by substanti al
addi ti onal ratepayer participation. W have attenpted to
accomodat e these first-tinme intervenors so as to nmake their
partici pation neaningful, while conplying with the requirenents
of Title 35-A and our Rules and the Adm nistrative Procedure Act.
After the close of this docket, we will assess whet her we
succeeded in nmaking our process |less daunting to first-tine
i ntervenors and how we can inprove in this regard.

In this case we have al so benefited fromthe extensive
public participation at all six of the July public wtness
hearings. W agree with the CCUC that the vast mpjority of
persons pleaded for |lower rates and asserted that CMP had not
taken sufficient steps to cut costs prior to seeking an increase
inrates. CWM's allegation inits brief that this public outcry
was "all eged” and a "carefully staged process,” should be
enbarrassing to CMP. If the "directors" of this production did
carefully "stage" the event, then they nust have cast
pr of essi onal actors, because, al nost w thout exception, persons
from whom we heard at these hearings were thoughtful in their
remar ks and were genuine and sincere in their denmeanor. | ndeed,
CW' s efforts to deny ratepayer distress underscore a serious
cause for concern about managenent's failure to respond to the
present econom c clinmate.

I11. THE LEGAL CONTEXT

This case started when CVWP requested to change its rate
schedul es by which the Conpany would increase the electricity
charges to its customers. Pursuant to 35-A MR S. A § 307, CW
made the rate schedul es effective 30 days after the day they were
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filed. Using the power granted the Comm ssion pursuant to 8§ 310,
we have suspended the effective date of the rate schedules for a
period totalling eight nonths, in order to investigate the
propriety of the proposed rate increase. In such investigations,
t he burden of proof is on CMP to showthat the rate increase is
just and reasonable. 1d, See also 35-A MR S. A 8§ 1314(2)
(1988).

The legislative directive to the Comm ssion in deciding the
propriety of rate changes is contained in Section 301: rates
charged "shall be just and reasonable.” 35-A MR S A
§ 301(2)(1988). Moreover, "every public utility shall furnish
safe, reasonable and adequate facilities and service." 35-A
MR S. A 8 301(1)(1988). Finally, Section 301(4) provides that:

In determ ning just and reasonable rates, the
Comm ssion: A. Shall provide such revenues to
the utility as may be required to performits
public service and to attract necessary
capital on just and reasonable terns; and

B. May consider whether the utility is
operating as efficiently as possible and is
utilizing sound nmanagenent practices,
including the treatnent in rates of executive
conpensati on.

Hi storically, the Comm ssion has determ ned whether rates
are just and reasonable by determning the revenue that is
required for the utility to reasonably provide the service that
the utility is obligated to provide. After the "revenue
requi renent” is determ ned, actual rates are designed to coll ect
t hat amount of revenue. Revenue requirenent is decided by first
deciding the fair return that the utility should be provided a
reasonabl e opportunity to earn. Then the Comm ssion nust
determ ne whether the utility is actually earning its fair rate
of return and, if not, the anobunt of revenue needed to give the
utility a reasonable opportunity to do so. This second step
i nvol ves the analysis of a utility's revenue, expenses and
investnments within a recent 12-nonth operating period called a
"test year." The test-year analysis involves adjusting for
changes fromthe historical period to the future period, as well
as anal yzing the prudence or reasonabl eness of certain expenses
or investnment and ultimately reveals the return actually expected
to be earned. The actual return as conpared to the required
return and either a | ower or higher revenue requirenent may
resul t.

Al t hough such "test year" approach has been al nost
universally used by this Comm ssion in setting rates, there have
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been many variations and adjustnents to the test year approach.
In affirmng one particular adjustnment in an NET rate case, the
Law Court stated that:

By necessity, the Comm ssion deals with
estimates and hypot hetical constructs. Such
estimates nust be based on reasonabl e
formul ati ons. The Conm ssion has broad

di scretion in selecting anbng vari ous

r at emaki ng net hodol ogi es, provided that they
are reasonably accurate. See New Engl and
Tel ephone and Tel egraph Conpany v. Public
Uilities Commi ssion, 390 A 2d 8, 49 (M.
1978). The Commi ssion is not required to
mani pul ate its methodol ogies to elimnate
every thread of suggested inaccuracy.

New Engl and Tel ephone Conpany v. Public Utilities Comni ssion, 470
A 2d 772, 776 (Me. 1984).

Thus, judicial interpretation of Title 35-A has never prescribed
any particul ar ratemaki ng nmet hodol ogy, including the historic
test year approach. The Conm ssion nmay exercise reasonabl e

di scretion in selecting nmethodol ogi es.

Rate regulation is legally justified because a utility
receives a nonopoly franchise. By this franchise, utilities are
permtted to operate as the sole provider of utility service in a
specific geographic area. In return, the utility has a duty to
provi de adequate service at the | owest reasonable cost over tine.
When the utility assets used to provide such service are owned
and operated by private investors, questions sonetines arise
whet her the regulation of such private assets enployed in the
public interest result in a "taking" within the Fifth Arendnent
of the United States Constitution. According to the United
States Suprene Court, "the Constitution protects utilities from
being limted to a charge for their property serving the public
which is so "unjust” as to be confiscatory." Duquesne Light
Conpany v. Barasch, 109 S. . 609, 98 PUR 4th 253, 257 (1989).

I n Duguesne, the Court held that Pennsylvania could inpose a used
and useful test whereby prudently incurred expense for a
cancel | ed nucl ear plant could be conpletely disall owed under
Pennsyl vani a ratemaking | aw. The Constitution does not require
that state comm ssions specifically allow a return on all prudent
investnment, as long as the resulting rates are not unjust and
unreasonable, i.e., that the rates allowa "fair return” on

i nvestnment sufficient to avoid a finding that a "taking" results.
The rates set by the Pennsylvania Comm ssion passed this test.
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Accordingly, the Court reaffirmed its holding in the

| andmar k case of Federal Power Conm ssion v. Hope Natural Gas
Conpany, 320 U.S. 591 (1944), wherein the Court said "[i]t is not
the theory but the inpact of the rate order which counts. |If the
total effect of the rate order cannot be said to be unjust and
unreasonable, judicial inquiry . . . is at an end. The fact that
t he net hod enpl oyed to reach that result nmay contain infirmties
is not then inportant."” Duquesne at 98 PUR 4th at 258, quoting
Hope Natural Gas, 320 U.S. at 602.

The Constitution cannot be used to test the theoretical
consi stency of ratemaking nethods. |Inpact matters, theory does
not :

The econom ¢ judgnent required in rate
proceedi ngs are often hopel essly conpl ex and
do not admt of a single correct result. The
Constitution is not designed to arbitrate

t hese econom c niceties.

1d. at 259.

V. DEFI NI NG OQUR REGULATORY PRI NCI PLES

Al t hough the Constitution does not arbitrate the "econom c
niceties" at stake in this case, the Comm ssion nust do so. And
the econom c issues involved in this case are conplex and carry
far-reaching inplications for the State of Miine. Accordingly,
all the non-CWP parties assert that the Comm ssion should
consi der these factors such as the ability of custoners to pay
hi gher rates and the recessionary econony in Maine in deciding
the proper rates for CMP. They assert that ratemaki ng should not
be viewed by the Conm ssion as a "cookbook"” process whereby the
test-year recipe is followed, but rather as a process in which
the interest of custonmers and the utility nmust be bal anced. Sone
of the parties, including | ECE COLER and the CCUC, go even
further. They suggest that these factors, coupled wth the
evi dence whi ch shows that CWP is inefficient, warrant a decision
by the Conmi ssion to reject in total CVWP's request to increase
its rates.

On the other hand, CMP seens to argue that the traditiona
hi storic adjusted test-year analysis nust be applied by the
Comm ssi on. Ratemaki ng should all ow recovery through rates of
all expenditures that are not specifically found to be inprudent.
Mor eover, CMP al so seens to assert that a proper adjusted
test-year anal ysis nust consider evidence of attrition.
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CWP' s view of our ratemaking obligation is too narrow.
There are many Conm ssion ratenmaking decisions in which the
financial condition of ratepayers was a legitimte area of
inquiry. For exanple, in the 1982 CWP rate case, Re: Central
Mai ne Power Conpany, Docket No. 82-266 (Me. PUC 1983), the
Conmmi ssion stated that:

Any action taken in response to concern with
CWP' s financial condition nmust recognize the
potential inpact on the Conpany's custoners."

ld. at 26.

Many nmenbers of the public who testified asked that the

Comm ssi on consider the interest of the ratepayers and not sinply
the interest of the utility and its investors in deciding this
rate case. The Staff and the OPA argue that the interest of the
ratepayers nust al so be taken into account when setting rates.

Li ke the I ECE COLER and the CCUC, Staff and OPA al so assert that
the ratesetting process should not be "nmechanical."

CWP counters that consideration of the ability to pay should
occur only in rate design cases and not in cases that set revenue
levels. To do so is inconsistent with the regulatory bargain, in
CWP's view. The regulatory bargain presumably is that al
prudently incurred costs will be "recovered."”

In fact, however, weighing customer inpact in the balance is
entirely consistent with Law Court decisions. The Law Court has
hel d that "the Comm ssion nust strike a nice bal ance between the
essential revenue needs of the Conmpany and the val ue of service
to the ratepayer and his ability to pay." Central Mine Power
Conpany v. Public Utilities Conm ssion, 150 Me. 257, 278, 109
A . 2d 512, 522 (1954). The balance is also recogni zed when
determning a fair rate of return, because the return should be
fair to investors but "not be so high as to constitute an
unr easonabl e burden on the ratepayers.” New Engl and Tel ephone
Conpany v. Public Utilities Conm ssion, 390 A 2d 8, 30 (M.
1978) .

In the 1984 MPS rate case, Re: Miine Public Service Conpany,
67 PUR 4th 101, (Me. PUC 1985), we heard extensive testinony on
the financial condition of the Aroostook County custoners and
their ability to withstand the large rate increase viewed as
necessary to keep MPS financially viable. W found that the
record supported "conclusions that (1) the proposed rate increase
is of sufficient magnitude to create a general concern over
ability to pay and demand el asticity, and (2) in such a
situation, striking a fair bal ance between the interest of the
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consuners and investors involves setting rates at the m ni num
| evel necessary within the range of reasonabl eness to allow the
Conmpany to begin to regain its financial integrity.” 1d. at 109.

Simlarly, in the often quoted Hope case, the United States
Suprene Court reasoned that just and reasonable rates involve "a
bal anci ng of the investor and consunmer interest." Federal Power
Commi ssion v. Hope Natural Gas Conpany, 320 U.S. 591, 602 (1944).

Qoviously, given this history of ratemaking |aw, bal ancing
the interests of investors and consumers cannot violate the
"regul atory bargain." CMP's view that all prudently incurred
costs nmust be "recovered" is overly sinplistic. |ndeed, prudent
expenses are sonetines explicitly "shared" between ratepayers and
shar ehol ders, based upon a reasonabl e bal anci ng of those two
interests. Central Miine Power Conpany v. Public Uilities
Comm ssion, 433 A 2d 331, 344-45 (Me. 1981) (AFUDC on prudent
Sears | sl and Nucl ear cancel |l ed plant investnent not recovered
fromratepayers, affirmed by the Law Court.)

Rat emaki ng net hods and adj ustnents are many and vari ed.
Sone costs are non-recurring. Sonme costs are rejected because
t hey are unreasonable in degree, even w thout a prudence
analysis. See, e.d., Re: New Engl and Tel ephone Conpany, 13 PUR
4th 65 (Me. PUC 1976) (Western Electric overcharges to the Bel
System Conpani es) and Mechanic Falls Water Conpany v. Public
Uilities Comm ssion, 381 A 2d 1050 (Me. 1977) (nanagenent
service fees associated wth the General Waterworks Conpanies).
It is well settled | aw that unreasonable charges will not be
passed on to ratepayers, even without a finding of inprudence on
the utility's part.

For the first time in its Exceptions to the Exam ners
Report, CMP argues that Miine statute prohibits the Conm ssion
fromconsidering custoners' ability to pay as an i ndependent
factor in setting rates. According to CVMP, Section 301 requires
just and reasonable rates, which are to be arrived at consistent
w th subsection 4, considering efficiency of the operation and
assuring sufficient revenues to attract capital on just and
reasonable terns. |In other contexts, the Legislature has
expressly required the Conmi ssion to consider ability to pay, in
the Electric Rate Reform Act (35-A MR S. A § 3151 et seq.),
wherein the Conmm ssion must consider the ability of |ow incone
residential custonmers to pay in designing rates. CM argues that
this statutory framework indicates a |legislative intent that
ability to pay cannot be taken into account pursuant to Section
301.
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CWP al so argues that the 1957 | egislative changes to the
predecessor to Section 303, wherein the Legislature prohibited
the use of current or fair value of utility property in setting
rates, "renove the underpinning of the "ability to pay' |anguage
within the 1954 CWP Law Court decision.”™ CMP argues that fair
val uati on neant nore than nere consideration of current val ue of
property included in rate base, but neant also to enconpass
notions of value of service to the custoner. Wth fair valuation
now bei ng prohi bited by statute, the argunment goes, so nust the
affordability considerations which are inplicit in a value of
servi ce approach. CMP goes on to argue that statenments within
Law Court deci sions subsequent to 1957 concerni ng bal anci ng of
rat epayer and investors' interests are wthout |egal foundation.

It seens incredible that CVMP can argue that the phrase "just
and reasonable rates” within Section 301 essentially nandates a
100% recovery of prudent expenses, cost of service approach to
ratemaki ng. The words within Section 301 sinply do not support
the argunent put forth by CMP. Moreover, many Law Court
deci sions since 1957 di scuss ratenmaking as a bal anci ng of
rat epayer and investor interest. |If CWP s argunent were correct,
then rates would be set |looking at utility cost and nothing el se.
Consi derations of ratepayer interest would never be proper. CW
woul d have to rewite Section 301 and nunerous Law Court
decisions in order to prevail on this point. The |ow incone
provisions in the ERRA, neant to authorize the subsidy by other
rat epayers of this class of custoner and the |egislative answer
to original cost versus fair value approach to rate base
val uation, do not acconplish the result suggested by CWP.

Accordingly, we believe it is clear that our ratesetting
authority should never be applied nechanically nor that the
traditional test-year analysis be applied as if using a
"cookbook." It is true that typically the Conm ssion sets rates
by determining a utility's revenue requirenent which neans
anal yzi ng the reasonabl e cost of providing the utility service.
These deci si ons concerning reasonable return, investnent and
expenses, however, involve judgnment and discretion and are nade
whil e perform ng the bal ancing function.

A. The Fair Bal ance Between Ratepayers and | nvestors

The non-CWP parties and the nenbers of the public
assert that the bal ancing process should favor ratepayers in
deciding CVP's current rate increase request. There is little
doubt that the financial condition of ratepayers in general is
not good. The Mai ne econony has experienced a severe recession
that has adversely affected residential, conmercial and
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i ndustrial custoners. During this time, noreover, electric rates
for all custonmers have risen significantly. O course, the
recessi on has al so adversely affected CMP. CM al so faces
i ncreased conpetition fromalternative fuels for uses and for
whol esal e and ot her |arge custoners because of potential
alternative suppliers. Such conpetition has been fed by CVW's
rapidly rising rates in recent years.

W find CW's reaction to these circunstances
particularly troubling. Wile many of these circunstances were
not in CVW's control, we neverthel ess expect that CWP shoul d act
aggressively to respond in a constructive way to its environnent,
and especially inits efforts to reduce costs within its control.

While CW has tal ked of cutting costs, we agree with
t he managenent auditors that "CMP has not aggressively turned
these words into action.” Indeed, CM's primary focus on "costs"
is to restructure rates so that sone custoners will see | ower
rates at the expense of other customers. This strategy of
"responsibility deflection" has seened prevalent on CVP' s part.
For instance, CVMP' s custonmer notices of this increase request
focused on QF costs, that CMP asserted were driven by State and
federal energy policy rather than CMP. Moreover, QF costs are
reflected in the fuel clause adjustnent, which has nothing to do
with base rates. Mreover, we recently found CVWP' s action
deficient in regards to QF costs Phase Il of Docket No. 92-102.
We agree with Advocate Staff that CVMP has spent greater attention
on a reactive strategy of deflecting blame than on proactively
cutting costs. Regardless of whether Congress, the PUC or sheer
bad | uck has caused the predi canent in which CVP now fi nds
itself, CVP' s managenent has the obligation to do all it can to
help its custoners in this crisis.

It is not clear that managenent is up to the task
CWP' s response to the nmanagenent audit, while not totally
negati ve, has not been action-oriented. This suggests again that
managenent has not devel oped the necessary "corporate culture” to
enphasi ze cost cutting. The RFP process concerni ng Madi son
Electric Wrks, the testinmony of CMP President Matthew Hunter on
that subject, and CVW's view that it was necessary to correct the
record concerning the conpetitiveness of CVP's bid do not
engender confidence in the Conpany's ability to deal with these
chal I enges, nor do they reflect the actions of a conpany fully
"engaged" to neet its obligation.

B. Does the Fair Bal ance Require No Rate |ncrease?
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We nust decide as a prelimnary matter whet her

| ECE COLER (and CCUC) are correct that the bal ancing of interests
requires the Comm ssion to reject any rate increase in this case.
If we are convinced by the "loss of |oad" argunent, neaning that
each rate increase will result in further significant |oad |oss,
then we nust ask why any increase should be all owed because such
a problemcould only be solved by reducing costs, not raising
rates. Essentially, if custonmers either cannot or wll not
afford such a rate increase, there is nothing the Comm ssion
could do about it.

The | ECEH COLER presented two expert w tnesses to
support their position that CMP should be denied any rate
increase. Dr. R chard Silkman testified that because of the
current state of the Miine econony and the recent significant
rate increases granted to CVWP, another rate increase would result
in aloss of |oad causing nore rate increases causing further
| oss of load, a scenario destined to repeat itself. Moreover, he
said that the evidence showed that the Conpany has not elim nated
much inefficiency in its operations. Dr. Silkman opined that
until the Comm ssion has dealt with the Conpany in a manner that
woul d grab the attention of the Conpany's nanagenent, such as
denying this rate increase, the Conpany woul d not undertake the
course of action required to neet the chall enges ahead, nanely
aggressive cost cutting.

Dr. Silkman al so argued that CMP's proposed rate
i ncrease, rather than ensuring the financial integrity of the
Conmpany, will instead pose a serious threat to the financi al
health of the Conpany. The Conpany acknow edged that electricity
is no longer conpetitively priced for a nunber of end uses.
Based upon the so-called |owgrowmh scenario estimted by M.
Lachance, the loss in non-fuel -based revenue will be $35.5
mllion in 1994. Dr. Silkman believes that the | owgrowth
scenario estimate is in fact too high. Dr. Silkman concl udes
that the evidence shows that CVMP is losing electric space heating
custoners at a nuch faster pace than anticipated, that recent
custonmer survey information shows a greater erosion of
residential water heating |oad, and that the threat of |arge
custoners, |leaving the system has intensifi ed.

Dr. Silkman estimates a reduction in revenue of al nost
$45 million if CMP were granted its entire request. Hi s scenario
is nore likely corroborated, in his view, by the fact that CVW's
sales through the first half of 1993 are in the Conpany's view
"extrenmely weak." In Dr. Silkman's opinion then, if the
Company's full rate increase request were granted, only half wll
actually be realized by the Conpany. Dr. Silknman concl udes that
such an outconme would only | ead to another rate increase request
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next year, based upon M. Marsh's rebuttal testinony. CWMP would
nmerely face yet another significant | oss of |oad caused by price

pressure. Since price increases will lead only to further |oad

| oss and weakened financial integrity, Dr. Silkman states that
the answer for CMP is not a rate increase. The answer is to cut
costs. Denial of the rate increase is the only nethod that
evidently will provide the necessary incentive to CMP to cut
costs.

Professor WIliam Shepard testified that the Conm ssion
should regulate in a manner that inpels the utility to achieve
hi gher standards of cost cutting and innovative perfornance.
Treating this rate case with a business-as-usual, test year
r at emaki ng approach would not fill that need. He also
criticized, as too risky, CVW s suggestion that its |loss of |oad
probl ens coul d be solved by a rate design which would | ower
prices for elastic customers but raise themfor inelastic
custoners. Such a strategy may work in the short-term according
to Professor Shepard, but could very well lead to a "self
defeating spiral of higher costs, higher rates"” which would harm
custoners, investors and Mine's econony.

CWP urged the Conmission to reject Dr. Silkman's and
Dr. Shepard's recomendations. According to CW°, Dr. Silkman's
conclusion concerning CVW's |ack of efficiency is not based on
any analysis of CMP's costs. Furthernore, he did not offer any
el asticity studies to show the | oss of |oad, "death spiral”
effect that he alleges would result froma price increase. |In
CWP's view, there is no legal basis for rejecting the rate
i ncrease as recomended by | ECG COLER

The position advocated by the | ECEG COLER and CCUC
regardi ng the pending rate increase request is appealing. The
chal l enges facing electric utilities in the 1990s are new and
vari ed conpared to the past challenges. The evidence indicates
that in many instances Central Maine Power Conpany does not seem
up to neeting these new challenges. |In exercising the statutory
gui dance in Section 301(4), we find conpelling evidence that CW
is not acting as efficiently as possible and has a corporate
cul ture whereby the nmeans to achi eve such efficiency is
unnecessarily del ayed. W concur with the concl usions reached by
t he managenent auditors that Conpany managenent has not
aggressively turned its cost efficiency words into actions.

Wiile we find that Central Miine Power suffers from
inefficiency and that such inefficiency should be recognized in
setting rates, we conclude that we should do so by estimating the
i npact of such inefficiency (as discussed below) rather than by a
conplete rejection of CVMP s request. Because of the managenent
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audit and other evidence in the record, we can nmake a reasoned
estimate of the cost of sone of the inefficiency. By doing so
and by al so knowi ng that further cost cutting could be
acconplished, we believe that we wll have struck a proper

bal ance of protecting ratepayers and providing investors a
reasonabl e opportunity to earn a fair return. W believe that
the | ECE COLER approach is too harsh. Qur efficiency adjustnent
will still be sufficient to get the attention of managenent,
while providing a nore positive incentive. By conducting the
typical financial analysis of the utility, including an
adjustnment for inefficiency, we are confident that we have
fulfilled our statutory and constitutional duties to both

rat epayers and CWP.® The argunent raised by | ECG COLER and CCUC
that any increase in rates will only lead to further |oss of |oad
to the further financial detrinent of CWMP simlarly does not
persuade us that the entire proposed increase nust be rejected.
Certainly, any rate increase at the present tinme creates a
general concern over the ability of custoners to pay it.
Nevert hel ess, we cannot find that the demand el asticity/l oss of

| oad evidence warrants a conplete denial of any rate increase.
Simlar to our holding in Re: Miine Public Service Conpany, 67
PUR 4th 101 (Me. PUC 1985), we find that demand el asticity
concerns lead us instead to set rates at the mnimmlevel wthin
t he range of reasonabl eness. This approach provides further
justification for our efficiency adjustnment, also discussed

bel ow.

V. FAI R RATE OF RETURN

It is proper to distinguish between the fair rate of return
that we determne for rate-setting purposes and the cost of
capital to the utility. The cost of capital to the utility is
t he neasurenent of the cost that the utility incurs in raising
capital to carry on its business, and is but one factor in
determining a fair rate of return. The cost of capital is the
result of the analysis of costs that the utility nust pay to
attract both debt and equity capital, while the fair rate of
return goes beyond the mathematical cal cul ation of costs and
considers the qualitative aspects of the utility's operations.
Such may include, but may not be limted to, adequacy and
reliability consideration of service, managenent and operati onal
efficiency, and the interest of ratepayers.

This relationship between capital costs and the utility's
fair rate of return has been established by several famliar
United States Supreme Court decisions. Bluefield Water Wrks and

3Because we do not adopt the | ECG COLER approach, we need not
decide the legality of denying CMP' s rate increase as suggested
by the | ECG COLER
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| npr ovenrent Conpany v. Public Service Conm ssion of West
Virginia, 282 U S. 679 (1923); Federal Power Conm ssion v. Hope
Natural Gas Conpany, 320 U.S. 591 (1944); and Permi an Basin Area
Rate Case, 390 U. S. 747 (1968). The Hope and Bl uefield cases
collectively establish the general principles that the return to
equity owners should be comensurate with the returns on ot her
i nvestment s havi ng correspondi ng ri sks and shoul d be sufficient
to assure confidence in the financial integrity of the enterprise
in order to maintain its credit and its ability to attract
capital. In Perman Basin, the Court tenpered the strict
reliance on the returns paid to investors with acknow edgenent
t hat comm ssions nust consider the "broad public interest” when
maki ng decisions on rate of return. 1d. at 791.

The Maine Law Court has also required the Comm ssion to
consider the interests of ratepayers when setting the rate of
return. Ratepayers' interests nust be given substantial weight
in the final determination of a utility's allowed rate of return

New Engl and Tel ephone and Tel egraph Conpany v. Public Utilities
Comm ssion, 390 A .2d 8, 30-31 (Me. 1978). In prior cases, for
exanpl e, we have made cost-of-equity adjustnents to account for
utility inefficiency. W have generally used such adjustnents
when the effect of the inefficient behavior results frominaction
rather than action. See e.g., Re: Bangor Hydro-Electric Conpany,
Docket No. 86-242, slip op. at 17-50 (Me. P.U. C., Dec. 22, 1987)
(25 basis point reduction on equity because of managenent
inefficiency in the credit and collection and conservation and
demand- si de managenent areas).*

As described in detail below, we take seriously our
responsibility to ratepayers in the area of allowed rate of
return.

A Cost of Commpn Equity

The positions of the parties can be summarized as

fol |l ows:
. The Conpany has requested a return on common equity of
12.0% This cost rate represents the | ower end of
Conpany wi tness Brooks's 12. 0% to 12.4% range, to which
M. Brooks believes about 50 basis points should be
“In fact, we have already decided that such an adjustnent wll be
made in this case. In Re: Central Miine Power Conpany, Docket

No. 92-102 (Phase I1) (Me. P.U C Cctober 28, 1993), we deci ded

t hat because of CWMP s inprudence and unreasonabl eness in managi ng
the AEl #7 and MMMC Qualifying Facility contracts, we wll
reduce the cost of equity used to calculate CW' s revenue
requirenent in this docket by 50 basis points bel ow the |evel

ot herwi se determ ned as the reasonable cost of equity.
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added to account for issuance costs and narket
pressure.

. Advocate Staff's witness, Dr. Lurito, supports an
equity rate of 10.8% Advocate Staff's Initial Brief,
however, supports a cost of equity rate of 10.50%
reflecting the inclusion of only 25 basis points for
i ssuance costs.

. Navy witness Dr. Legler recomends a rate of return on
common equity of 11.25% which is the mdpoint of his
recommended range of 11.00%to 11.50%

. CCUC witness Dr. Wil recommends a rate of return on
common equity of 10.21%

To arrive at these reconmended rates, the parties have
used various mnet hodol ogi es and have applied their own judgnents
to develop their estinmates of the cost of common equity.

1. " Bar e- Bones" Cost of Commobn Equity

a. Br ooks' s Anal yses

The Conpany's cost of comon equity anal ysis,
as presented by M. Brooks, involves three valuation
nmet hodol ogi es: the discounted cash flow (DCF), stock-bond risk
prem um and conparabl e earnings of industrial conpanies
approaches. M. Brooks recomends a "bare-bones"” cost of conmon
equity range of 12.0%to 12.4% wth a point estinate
recomrendati on of 12.0%

M. Brooks uses the market-based DCF nodel
despite his statenent that "I don't believe in [the]
ef ficient market hypothesis.” M. Brooks's DCF anal ysis uses a
two-stage, quarterly DCF nodel that attenpts to account for: 1)
guarterly dividend paynments; and 2) growmh rates that may be
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higher in the future than they are currently. 1In addition to
determ ning a DCF cost of equity for the Conpany, M. Brooks
anal yzed a conposite of 30 electric or gas conpani es.

For CVP, M. Brooks uses a 12-nonth average
1992 stock price of $22.01 and the 1992 dividend of $1.56 in
order to calculate a dividend yield of 7.09% In devel oping his
3.0%estimate of the appropriate near-term (five year) growth
rate for CMP, M. Brooks reviewed the I/B/ E/ S nean esti mate,
| /B/E/S nmedi an estimate, S&P consensus estimate and the Val ue
Line five-year earnings growmh estinmate of 3.0% 2.6% 3.0% and
4.0% respectively. M. Brooks believes that security analysts
estimates are "nost appropriate” to use in a DCF nodel. M.
Brooks further testified that the use of historical growth rates
would fail to reflect the inpact of the Energy Policy Act of 1992
on business risk. Regarding long-termgrowh, M. Brooks adopted
the finding in a report by Eugene F. Brigham and Dana A Aberwal d
that concluded that "a 5.4%earnings long-termgrowh rate was
nost probable.”

For CWP, based upon the 3.0% near-term growth
rate, the 5.4% Il ong-termgrowh rate, the 1992 average divi dend
yield of 7.09% M. Brooks uses his quarterly conpoundi ng nodel
whi ch assunes annual increases in the comon dividend, to derive
an estimated required return on comon equity of 12.40%

Regar di ng his 30-conpany conposite, M.
Brooks purported to select conpanies with risk that have
i nvestnment risk conparable to CVP. M. Brooks began by sel ecting
conpanies with bond ratings of between A- and BBB- by Standard &
Poor's and then elimnated conpanies that: 1) had cut or restored
a dividend since 1988; or 2) did not have I/B/E/S or S&P
five-year growth rates available. Once the sanple was sel ected,
M. Brooks reviewed these conpanies relative to certain S& and
Val ue Line rating benchmarks.

For his 30-conpany conposite, M. Brooks uses
a 12-nonth average stock price and the average 1992 divi dend of
the conpanies to calculate a dividend yield of 6.42% In
devel oping his 4.4%estimate of the appropriate near-term (five
year) growth rate for his conposite, M. Brooks reviewed the
|/B/E/S mean estimate, |/B/E/ S nedian estimte, S&P consensus
estimate and the Value Line five-year earnings growth estinate of
4.43% 4.39% 4.35% and 4.80% respectively. Regarding |ong-term
grow h, M. Brooks adopted a 5.4% | ong-termgrowth estimate.

For his 30-conpany conposite, based upon the
4. 4% near-termgrow h rate, the 5.4%Ilong-termgrowh rate and
the 1992 average dividend yield of 6.42% M. Brooks uses his
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gquarterly conpoundi ng nodel to derive an estimated required rate
of return on common equity of 12.10%

Regardi ng his stock-bond risk prem um net hod,
M. Brooks presented two approaches. First, M. Brooks conpared
utility equity returns to | ong-term governnents. Second, he
conpared utility equity returns to utility bond returns.

Regarding his first stock-bond risk prem um
met hod, M. Brooks neasured the total stock return for the
Moody's 24 Electric Average over the 1932 to 1991 time period
relative to the total return for |ong-term governnent bonds for
the sane period in developing his first stock-bond risk prem um
estimate of 5.38% M. Brooks determi ned a cost of equity of
12.90% based on a prem um of 5.38% and an average 1992 |ong-term
treasury yield of 7.49%

Regardi ng his second stock-bond risk prem um
met hod, M. Brooks neasured the total stock return for the
Moody's 24 Electric Average over the 1951 to 1991 tinme period
relative to the total return for the Mody's Conposite Public
Uility bond yield for the sanme period in devel oping his second
stock-bond risk premumestimte of 3.75% M. Brooks determnm ned
a cost of equity of 12.30% based on a prem um of 3.75% and an
average 1992 utility bond yield of 8.57%

For his conparabl e earnings anal ysis, M.
Brooks presented three approaches. First, M. Brooks analyzed
the equity returns of industrial conpanies and found that these
conpani es have earned 14.6% during the | ast decade and 16. 0%
during the last five years. M. Brooks did not determ ne whet her
CWP' s stock is of conparable risk to these conpanies. Second,
M. Brooks analyzed the earned returns of conpanies that are
rated average by Value Line with respect to Safety and Fi nanci al
Strength and found that these conpani es have earned 15.3% on
average since 1986. Finally, M. Brooks selected 392 industri al
conpani es and found that these conpanies were projected to earn
15. 1% in 1993.

b. Lurito' s Anal yses

The Advocate Staff's cost of common equity
capital evaluation, as presented by Dr. Lurito, uses the DCF
met hodol ogy for both the Conpany and a conposite of electric
conpanies. Dr. Lurito did not provide a range of reasonabl eness
but instead provided a single point estinmate of CMP' s cost of
common equity. Dr. Lurito recommended a "bare-bones" cost of
equity of 10.25%
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Dr. Lurito's DCF anal ysis uses a constant
growh rate, annual DCF nodel. |In addition to determ ning a DCF
cost of equity for the Conpany, Dr. Lurito uses a conposite of
si x non-hol di ng conpany el ectric conpanies that he believes are
conparable to CW

For CWP, Dr. Lurito uses a 12-nonth average
(ended March 31, 1993) stock price of $22.64 and divi dend of
$1.56 in order to calculate a dividend yield of 6.89% Dr.
Lurito asserts that use of the historical dividend rate w |
provi de a "reasonabl e guide"” as to future dividends. In
devel oping his 3.25% estimate of the appropriate growmh rate for
CWP, Dr. Lurito reviewed historical gromh rate estimates in
di vi dends per share and earnings per share as well as the
Conmpany's last allowed return on equity, historical and expected
retention ratios, historical and expected dividend paynents, and
hi stori cal market-to-book ratios. Based on his review of this
information, Dr. Lurito made the judgnent that investors in CWP
anticipate a long-termdividend growmh rate of 3.25%

For CWP, based upon the 3.25%growth rate and
the average dividend yield of 6.89% Dr. Lurito used his annua
DCF nodel to derive an estimated required rate of return on
common equity of 10.14%

Regardi ng his conposite of 6 non-hol ding
conpany electrics, Dr. Lurito attenpted to select conpanies with
risk that have investnent risk conparable to CW. Dr. Lurito
sel ected electric conmpanies with: 1) Bond ratings of between BBB+
and A by S&P's; 2) 100.0% el ectric revenues; 3) 1992 revenues of
$500 million to $1,500 million; and 4) No dividend cut since
1986.
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For his 6-conpany conposite, Dr. Lurito uses
a 12-nonth average stock price (ended March 31, 1993) and
dividend in order to calculate a dividend yield of 6.30% In
devel oping his 3.75% estimate of the appropriate growmh rate for
his conposite, Dr. Lurito nmade a subjective judgnment regarding
the gromh rate that investors in the conposite conpanies
antici pate based upon his review of certain historical statistics
(sanme as those reviewed for CWP).

For his 6-conpany conposite, based upon the
3.75% growm h rate and the 1992 average dividend yield of 6.30%
Dr. Lurito uses his annual nodel to derive an estimated required
rate of return on conmon equity of 10.05%

C. Leqgl er' s Anal yses

The Navy's cost of conmmon equity w tness, Dr.
Legl er, used four val uation methodol ogi es: the DCF, stock-bond
risk premum capital asset pricing nodel (CAPM and conparabl e
earni ngs approaches. Dr. Legler recomends a "bare-bones" cost
of equity of 11.0% which is the mdpoint of his "bare-bones"
range of 10.75%to 11.25%

Dr. Legler's DCF anal ysis used an annual
constant growth DCF nodel. As a check on the reasonabl eness of
his DCF results for CMP, Dr. Legler analyzed a conposite of 13
surviving Baa/BBB rated el ectric conpani es.

For CWP, Dr. Legler used a 3-nonth average
(January through March 1993) stock price of $23.125 as well as
the March 31, 1993 stock price of $24.375 in devel opi ng DCF
estimates. Dr. Legler used a forward-I|ooking dividend rate of
$1.61 in his analysis, which was based on a Value Line estimte
whi ch assumed an increase in the dividend in 1993. Dr. Legler
estimates dividend yields of 7.0% and 6. 6% based upon a $23. 125
and a $24.375 stock price, respectively.

I n devel oping his 3.0%estimte of the
appropriate gromh rate for CVMP, Dr. Legler reviewed historica
growh rates, the retention (b times r) growh rate and anal ysts
forecasts (Value Line). For CWP, based upon the 3.0% growh rate
and a dividend yield of 7.0% (assum ng a $23. 125 stock price),

Dr. Legler devel oped an estimated required return on conmon
equity of 10.0% \Wen a $24.375 stock price is assumed for CWP,
the resulting dividend yield of 6.6% when added to the 3.0%
growh rate, results in a required return on conmon equity of

9. 6%



- 26 - Docket No. 92-345
Regar di ng his 13-conpany conposite, Dr.
Legler attenpted to sel ect conpani es that have conparabl e
investnment qualities to CMP. Dr. Legler began by selecting 26
conpanies with bond ratings of Baa and BBB by Mody's and S&P,
respectively, and then elimnated certain conpanies.

For his 13-conpany conposite, Dr. Legler used
3-nonth average and spot stock prices for the sanme tinme periods
that he uses in his CWP DCF anal ysis, a forward-|ooking estimate
of the annualized dividend (the current dividend adjusted for one
year of projected dividend growh), and historical retention and
Val ue Line projected growh rates. For his 13-conpany conposite,
Dr. Legler devel oped cost of equity estimtes of 9.63% and 12. 05%
using historical retention gromh and Val ue Line projected
growth, respectively, in conjunction with 3-nonth average stock
prices. Dr. Legler devel oped cost of equity estimates of 9.37%
and 11.79% using historical retention growth and Val ue Line
projected growh, respectively, in conjunction with spot stock
prices.

In his stock-bond risk prem um nethod, Dr.
Legl er used a bond-yiel d-plus-risk-premumnmethod. Dr. Legler
esti mated bond yields for each year since 1974 and then added a
risk premumto that bond yield. The risk premumis the
di fference between the DCF cost of equity and the then current
bond yield. These prem uns are based on both utility bond yields
and Treasury bond yields. Dr. Legler's risk prem um approaches
yi el ded cost of equity estimates that ranged from9.07%to
11. 23%

In his CAPM net hod, Dr. Legler produced cost
of equity estimates in the range of 10.3%to 11.8%

Usi ng his conparabl e earnings analysis, Dr.
Legl er produced cost of equity estimates in the range of 10.5%to
10. 8%

d. Weil's Anal yses

Dr. Weil, the CCUC s cost of common equity
W tness, presented testinony that applies the DCF approach to
CW. Dr. Weil purports to use the FERC s DCF net hodol ogy. Dr.
Weil did not provide a range of reasonabl eness but instead
provided a single point estimate of CMP' s cost of commobn equity.
Dr. Wil supports a "bare-bones” cost of equity of 10.21%

Dr. Weil's DCF anal ysis uses an annual,
constant growth DCF nodel. For CMP, Dr. Wil begins with the
sanme 7.09%yield devel oped by M. Brooks for CM.
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I n devel oping his 3.02% esti mate of the
appropriate gromh rate for CwW, Dr. Wil calculated CW's
retention (b times r plus s tinmes v) growh rate. For CWP, based
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upon the 3.02%growth rate and a dividend yield of 7.09% Dr.
Wei | devel oped an estimated required return on comon equity of
10. 21%

2. Anal ysis of Di scounted Cash Fl ow (DCF) Testinony

There are five basic DCF questions that will be
anal yzed in this section. These are:

1) | s the DCF nodel inherently flawed because markets
are inefficient?

2) What form of the DCF nodel should be utilized?
3) Shoul d a spot or an average stock price be used?

4) How can the appropriate growmh rate best be
cal cul at ed?

5) How can an appropri ate conparabl e sanpl e best be
sel ect ed?

a. Is the DCF Model I nherently Fl awed Because
Markets are I nefficient?

The Conpany's witness, M. Brooks, does not
believe in the "efficient market hypothesis" and has "concerns
about the use of the DCF nodel in today's econom c environnent."

On rebuttal, M. Brooks provided a nunber of summaries and
abstracts pointing out concerns with respect to the efficient
mar ket hypothesis. Dr. Legler also has concerns about the DCF

nodel. He notes that DCF nethods are "producing estimates which
are on the low side now." Since the efficient nmarket hypothesis
is the "cornerstone"” of nodern investnent theory, M. Brooks's

and Dr. Legler's statenments call into question the reliability of

the results of any market-based anal ysis, including DCF anal ysis.

Advocate Staff witness Dr. Lurito, on the
ot her hand, states that "nmarkets are efficient and that is why I
relied on the DCF approach.™

Despite M. Brooks's assertions to the
contrary, there is a substantial and, we concl ude, persuasive
body of enpirical evidence that suggests that U. S. capital
mar kets are remarkably efficient. See, e.qg., Frank K Reilly,
| nvestnent Analysis and Portfolio Managenent, 2nd ed. (Chicago:
The Dryden Press, 1985) at 194-195. While certain market
i nperfections can be identified, the market is generally highly
ef ficient because investnent analysts, portfolio nanagers, and
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ot her investors are continually seeking over- and
under - val uati ons.

Conpany wi tness M. Brooks | oses sight of the
fact that the market price represents investors' expectations and
return requirenents. That is, the market is the price-setting
mechani sm that establishes CM's nmarket cost of common equity.

The strongest feature of the DCF nodel is
that it is market-based. Under the DCF approach, the "market"
determ nes the stock price, the major input into the DCF nodel,
and therefore provides a strong indication that the nodel wll
produce a result that reflects the forward-|ooking requirenents
of investors.

Further, the DCF nodel provides a
conceptual ly correct and straightforward approach for determ ning
the cost of equity capital. Wen using the DCF nodel, a
conprehensive analysis of a utility's business and fi nanci al
risks is largely unnecessary because the market's assessnent of
risk is enbodied in the market price of the utility's stock.
However, the DCF nodel directly establishes a cost of equity
capital based on the investors' required rate of return rather
than on historical earned returns. The DCF nodel is based on the
principle that the value of an asset is equal to the expected
cash flows generated by that asset, discounted by the
investor-required rate of return.

Because there is considerabl e evidence that
the stock nmarket is efficient, the DCF renains an appropriate
met hodol ogy for estimating the cost of equity capital for CWP.
The Commi ssion is therefore not prepared at this juncture to
abandon the DCF nodel because of concerns about market
inefficiency. Wile we are well aware that a DCF analysis has to
be performed carefully to avoid a significant m s-estimation of
the cost of equity capital and that makes the anal yst's judgnent
very inportant, we will continue to rely on the DCF

b. VWhat Form of the DCF Mbdel Should be Used?

The cost of equity witnesses in this case
di sagreed with respect to two primary issues relating to the form
of the DCF nodel. First, the witnesses disagreed with respect to
whet her an "annual" or a "quarterly"” DCF nodel should be
utilized. Second, the wi tnesses disagreed with respect to
whet her a "conti nuous grow h" or a "two-stage" DCF nodel shoul d
be used.

One significant difference in results between
t he Conpany's DCF anal ysis and those of the Advocate Staff and
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the Navy stens fromthe procedure which M. Brooks uses to
recogni ze quarterly dividend paynents. Wile M. Brooks uses a
quarterly formof the standard DCF nodel to reflect the quarterly
paynment of dividends, the other cost of equity w tnesses use an
annual form of the standard DCF nodel that does not explicitly
recogni ze this effect. Dr. Wil argues that his nodel does
purport to account for quarterly growth in dividends. Analysis,
however, reveals that Dr. Wil's adjustnent accounts nerely for
di vidend growt h and not for the quarterly paynent of dividends.

Anal ysis of M. Brooks's nodel reveals that
reflecting the quarterly paynent increases the cost of capital
estimate by roughly 0.25% (assum ng a $23. 125 stock price, $1.61
di vidend and 3.0% growth); thus, the annual and quarterly forns
of the DCF nodel under these assunptions produce results of 9.95%
and 10.19% respectively.

Wiile it is true that utilities typically pay
di vidends quarterly, we will not adopt a quarterly formof the
DCF nodel at this tine. W recognize, for exanple, that the
evidence in the literature that suggests that, because a utility
earns a return on its investnent every day, and because investors
(however paid) are free to reinvest their dividends, the use of
the quarterly nodel to set rates may produce returns in excess of
the required rate. Accordingly, we will continue to use the
standard annual DCF nodel as the principal basis for its
cost-of-equity determ nation. W encourage CWP, Advocate Staff
and other parties to present evidence on this issue in future
proceedi ngs before the Comm ssion.

Regardi ng the issue of whether a "continuous
grow h" or a "two-stage" DCF nodel should be used, Conpany
Wi t ness Brooks uses a two-stage form of the DCF nodel while the
ot her cost of equity w tnesses used a continuous growth DCF
nodel . M. Brooks uses conpany-specific growh rate data for the
first five years of his analysis but adopts a 5.4%growth rate
for the period beyond five years.

The 5.4% 1l ong-termgrowh rate adopted by M.
Brooks is based on a study of the long-termgrowh rates for al
el ectrics, not just CVMP. Dr. Lurito believes that this "generic"
grow h rate "has nothi ng whatsoever to do wwith CW" and that the
growh rate is "seriously flawed" because of the assunptions

underlying its calculation. Dr. Wil stated that, "I believe
that the current condition of CMP is not appropriate for the use
of the two-stage growth nodel."” Dr. Legler also found that the

use of the two-stage DCF nodel is not appropriate. W accept the
criticismof the 5.4%long-termgrowh rate made by Dr. Lurito
and Dr. Weil. M. Brooks's use of the 5.4%long-termgrowh rate
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is problematic since it has little to do with CW's specific
| ong-term growt h prospects, and we will, therefore, not adopt the
two-stage DCF nodel in this rate case.

C. Shoul d a Spot or an Average Stock Price be
Used?

The cost of equity w tnesses use stock prices
reflecting varying tinme intervals. For CMP, M. Brooks uses a
12-nmonth average 1992 stock price of $22.01. Dr. Lurito uses a
12-nonth average (ended March 31, 1993) stock price of $22.64.
Dr. Legler uses a 3-nonth average (January through March 1993)
stock price of $23.125 as well as the March 31, 1993 stock price
of $24.375 in devel opi ng DCF esti mat es. Dr. Wil in effect uses
the sane 12-nonth average 1992 stock price of $22.01 as M.
Br ooks.

A stock price that reflects all the
information available to the market is necessary to properly
enbody investor expectations. The inappropriate use of
hi storical yields or outdated stock prices in the DCF nodel would
bias the nodel's result. In principle, a current stock price my
be the nost accurate reflection of investor expectation because
it reflects current market conditions.

In setting rates for the future, however, we
must ensure that our DCF cal cul ations are not unduly biased by
short-term price phenonena. For that reason, we concl ude that
Navy witness Dr. Legler's use of a 3-nonth average (January
t hrough March 1993) stock price of $23.125 is appropriate because
it provides many of the benefits of the use of a current stock
price while not being overly influenced by short-term
fluctuations and therefore is sonewhat preferable to the one-year
time periods used by M. Brooks and Dr. Lurito in this case.®> W
have not selected a nore recent period due to the market's
reaction to our decision in Docket 92-102, which will reduce
CVP' s cost of equity by 50 basis points in this case. To do so
m ght effectively elimnate the cost of equity reduction.

d. How Can the Appropriate G owh Rate Best be
Cal cul at ed?

Hi storically, we have had reservations
concerning M. Brooks's reliance on I/B/E/S and ot her anal ysts
earnings growh rates. As shown by the data in this case, there
is a considerable difference between past growh rates for
electric utilities and their forecasted earnings growth rates.

>This conclusion is supported by a 12-nonth average of CW's
stock price through Cctober 1993 of $22.78.
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We have simlarly criticized Dr. Lurito for relying solely on
hi storical growh rates and rejecting forward-I| ooking estimates
in his analysis.

Because of fundanental changes in the
electric utility industry, we believe it is nowtinme to beginto
gi ve increased weight to forward-1ooking estinmates of earnings
grow h, such as |I/B/E/S, S&P Earnings Qutl ook and Val ue Line. W
shoul d avoi d overreliance on use of backward-| ooking or overly
subj ective growh rates as a proxy for the forward-I|ooking growh
rate required by the DCF nodel. Increased conpetition, which may
accel erate because of the Energy Policy Act of 1992, appears to
have begun to change the fundanentals of the electric utility
i ndustry profoundly. The Cean Air Act of 1990 and the
possibility of retail wheeling in the future are additional
factors that may limt growth opportunities for electric
utilities. These factors and others may strain future utility
cash flow and earnings and thereby | ower prospective earnings
growh rates. In this event, overreliance on the use of historic
data could lead to the systenmatic overestinmation of the
prospective growh rate.

Accordingly, we will give sonewhat increased
weight to I/B/E/S and other forward-|ooking estimtes of growth
rates. While historical gromh rate data renmain rel evant, we
will accord slightly Iess weight to this data than we have in the
past given the changing nature of the electric utility industry.

e. How Can an Appropriate Conparabl e Sanpl e Best

be Sel ected?

In addition to performng a DCF anal ysis of
CWP, each cost of capital w tness, except Dr. Wil, analyzed a
group of conpanies that they believed was conparable to CMP. M.
Br ooks uses a 30-conpany conposite. Dr. Lurito uses a conposite
of 6 non-hol ding conpany electrics. Dr. Legler uses a 13-conpany
conposite.

M. Brooks selected his 30-conpany conposite
using only one risk neasurenent criteria, bond rating, a neasure
of bond default risk. M. Brooks also elimnated certain
conpanies if data were not available and "reviewed" his sanple
relative to certain benchmarks. 1In its brief, Advocate Staff
asserts that M. Brooks's sanple of 30 conpanies is so |large that
he "in essence performed a DCF analysis for the electric/gas
utility industry."” For this reason, Advocate Staff argues that
it is unreasonable to contend that |arge sanple sizes are nore
"statistically reliable.”
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Based upon Dr. Lurito's own primary criteria,
a bond rating of between BBB+ and A by S&' s, CWP is no | onger
conparable to Dr. Lurito's 6-company conposite. In July 1993,
CVMP's bond rating was downgraded to BBB by S&P. Thus, CMP no
| onger neets Dr. Lurito's own bond rating criteria and therefore
hi s 6-conpany conposite is no | onger conparable to CWVP.

Dr. Legler's 13-conpany conposite, includes
conpani es with bond ratings of Baa and BBB by Mody's and S&P,
respectively. Dr. Legler then elimnated certain conpanies with
"unrealistically low' estimtes but included CM5 Energy, which he
adm ts causes an "upward bias to the average estimtes."

Each of the cost of equity w tnesses who
devel oped a "conparabl e sanple” relied heavily on bond ratings, a
measure of bond default risk, in their conparable sanple
selection criteria. This is unfortunate since it is nmeasures of
common equity risk that should be used as a selection criteria.
I nvestors in electric utility equities are interested in the
busi ness (operating) and financial risks related to the electric
utility business fromthe perspective of an equity investor.
These business and financial risks may not be fully captured in a
utility's bond rating. |In principle, an appropriate conparable
sanpl e can be devel oped through rigorous financial analysis and
the use of an appropriate set of risk nmeasures. Each of the
conpar abl e sanpl es developed in this rate case was sel ected based
on suboptimal selection criteria.

Wil e each expert witness's conparabl e sanple
has infirmties, and, therefore, the results of each of these
conpar abl e sanpl es shoul d be used cautiously, Dr. Legler's
sanpl e, excluding CVM5 Energy, on bal ance provides the nost
appropriate conparison to CWP. This sanple is small enough to
provi de an appropriate conparison to CWP yet |arge enough not to
be unduly influenced by outliers (when CVS Energy is excluded).
Most i nportantly, CMP appears to be roughly conparable in terns
of equity risk to these conpani es.

3. Anal ysis of Alternative Mthodol ogi es

This Comm ssion has primarily relied upon the DCF
method in rate cases during at least the last twelve years in
order to determi ne the appropriate cost of conmon equity capital.
Wil e other cost of equity estimation nmethodol ogi es have been
presented, they have been used to confirmor tenper the DCF
result, rather than being used as stand-al one cost of equity
estimation nmethods. The record in this case provides no basis to
diverge fromthis precedent.



- 34 - Docket No. 92-345

For exanpl e, the stock-bond risk prem um
nmet hodol ogi es used in this proceeding are subject to question as
to their precision in nmeasuring the prospective cost of comon
equity. M. Brooks's two stock-bond-risk-prem um anal yses cover
two long historical time periods from 1932 to 1991 and from 1951
to 1991.

G ven that the risk premumvaries wdely
dependi ng upon the tine period chosen, this nmethod has inherent
infirmties. Since the year-to-year differential between debt
and equity costs is volatile and unpredictable, M. Brooks's
historical data (for no matter how long a period) is a poor
forecaster of the future relationship between debt and equity.

Wth respect to M. Brooks's "conparabl e earni ngs
of non-utility conpani es" approach, M. Brooks failed to
establish convincingly that CVW's stock is of conparable risk to
t hose conpanies. Because of that failure, we find that this
portion of M. Brooks's testinony cannot be relied upon by the
Comm ssi on.

Because Dr. Legler uses his stock-bond-risk-
prem um nodel nerely as a check on his DCF results and expresses
skeptici sm about this nethodol ogy, we will not discuss it other
than to note that we believe his skepticismis well-placed.
Furthernore, Dr. Legler acknow edged that his CAPM procedure is
subj ect to question. W agree.

Regar di ng his "conparabl e earni ngs of other
utilities" analysis, Dr. Legler acknow edges that this approach
has "limted value" and that there is "circularity” in this
approach. W agree.

4. Deci si on on "Bar e-Bones" Cost of Equity

We believe that the evidence indicates that the
cost of common equity is in the range of 10.0%to 10. 75%
Bal ancing the interests of ratepayers and investors, as we nust,
we find that CMP's cost of equity should be set at 10.25%
Al t hough this estimate is not the precise md-point of the range,
it is the recomendation of Dr. Lurito, whose testinony we find,
on bal ance, to be nost reliable.

It is our judgnent that the | owest end of the
reasonabl e range is approximately 10.0% This estimate is the
sanme as that developed in Dr. Legler's CMP-specific DCF anal ysis
(using a CWP stock price of $23.125), which was one conponent of
Dr. Legler's cost of capital analysis.
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Wth respect to Dr. Legler's 11.0% cost-of-equity
recommendati on, we are concerned that while he uses sone
forward-1 ooking growh rate estinmates, such as Val ue Line, he
fails to use any "consensus" growh rate estimates, and the
j udgnment upon which his 11.0% recomendati on was based nay have
been upwardly biased by sonme of the results produced as part of
hi s stock-bond risk prem um and CAPM anal ysis. Because of these
concerns, we believe that Dr. Legler's estinmate nust be
considered to be at the high end of a reasonable range. W
bel i eve, however, that 10.75% which is the Iow end of his
reasonabl e recommended range, provides a good estimate of the
hi gh end of the reasonabl e range.

The general reasonableness of Dr. Lurito's
"bar e- bones" recomendati on of a cost-of-comon equity
recommendati on of 10.25%is supported by Dr. Weil's
recommendati on of 10.21% only four basis points lower. W wll
adopt Dr. Lurito's 10.25% recomrendati on as our best estimate of
the "bare-bones" cost of comon equity.

We believe that M. Brooks's recomendation of
12.0% i s higher than the reasonable range. Wile M. Brooks may
have used an acceptable quarterly DCF nodel, an acceptable
12-nmont h average stock price and acceptabl e nethods in estinmating
the near-term (five year) growmh rate, we believe that his use of
a 5.4%long-termgrowh rate creates an unrealistic upward bias
to his DCF results.

M. Brooks's recommendation of 12% | acks
credibility for another reason. At the time of this Comm ssion's
cost of equity finding of 12.3% in Docket No. 90-076 (March 8,
1991), interest rates were between two and three percent points
above their current levels.® Wile we recognize that the spread
bet ween the cost of equity and the cost of debt instrunents is
not constant, we cannot pretend that the cost of equity has not
fallen at all since 1991.

Finally, the CCUC reconmends a 25-basi s-point
downward adjustnent to CMP's cost of equity because of CMP' s | ack
of efficiency and sound managenent. \While we acknow edge t hat
the record reflects a lack of efficiency by CVMP, we choose to
adjust for inefficiency in a different manner, as we discuss in
t he managenent audit section bel ow

5. Fl ot ati on Cost Adj ustnents

All of the witnesses except Dr. Wil incorporate
an all owance for issuance costs in their recommendati ons.

8From March, 1991 to Cctober, 1993, 91-day Treasury Bill rates
fell from®6.24%to 3.2% and the prine rate from9%to 6%
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The Conpany's w tness, M. Brooks, has recommended
that his "bare-bones"” cost of equity be increased by 57 basis
points (or about 50) in order to reflect issuance costs and
mar ket pressure. M. Brooks recommended a 57 basis point
adj ustnment, which conprises of 34 basis points for issuance costs
and 23 basis points for market pressure. He bases this
adj ustnmrent on CMP's experience with respect to underwiters fees
and direct issue costs of approximately 4.5% and two studi es of
mar ket pressure effects show ng between a 3.0% and 12. 0% mar ket
decline. Using these figures, M. Brooks recommends a 7.5%
al | omance which he translates into his 57-basis-point adjustnent,
or approximtely 50 basis points. This 50- or 57-basi s-point
adjustnent is an addition to his 12. 0% reconmendat i on.

Dr. Lurito reconmmended that 55 basis points be
allowed to reflect issuance costs and narket pressure. Advocate
Staff, in their Brief, support the provision of 25 basis points
for issuance costs based on Dr. Legler's testinmony. The Advocate
Staff's witness, Dr. Lurito, recommends that a 7.5% overal
al | onance be made for issuance costs and market pressure. Like
M . Brooks, he does not nake any specific allowance for any
so-cal |l ed market break effect. In order to arrive at his 7.5%
al l omance, Dr. Lurito | ooked at the average cost of historica
financing for typical electrics (4.0% but then adopted M.
Brooks's 4.5%figure since he agreed that this figure reflects
CWP' s actual historical cost experience. To the 4.5% average he
adds an additional 3.0%for market pressure which he believes
"needs to be made to appropriately conpensate equity investors."
When the market pressure conponent is renoved fromDr. Lurito's
adj ustnment, the portion attributable solely to issuance costs is
about 33 basis points.

The Navy's witness, Dr. Legler calculates a 25-
basi s- poi nt adjustnent, or 3.90% for issuance costs for the 1975
t hrough 1990 tine period, when retained earnings are excl uded.
When retained earnings are included, Dr. Legler's nethodol ogy
produces a 30-basi s-poi nt adjustnment for issuance costs for the
1975 through 1990 tine peri od.

The wi tnesses have presented conflicting theories
and conflicting enpirical data concerning the need to increase
t he "bare-bones” cost of equity for flotation costs and market
pressure.

As in past cases, the Conpany is seeking flotation
cost recovery as part of its commobn equity cost rate. Flotation
costs are typically related to one or nore of the foll ow ng
el enents: out-of-pocket issuance expenses; underwriter
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commi ssions or discounts; market pressure all owances; and
contingencies for market break. CQut-of-pocket expenses include
printing fees, postage, |egal expenses, accounting fees or other
di rect expenses associated with a conmon equity stock offering.
The underwiter fees can take the form of actual paynents, but
they are often allowed for by the provision of a conm ssion or
di scount to the underwiter on the shares to be sol d.

Underwiters deduct their fees fromthe selling
price of a stock issue (the market price). The issuing
corporation therefore realizes proceeds that are | ess than the
selling price. The proceeds are invested in property which, in
the case of a utility, beconme part of its rate base, upon which a
return is allowed. However, new investors expect a return on the
anount they invested, i.e., the purchase price, which is higher
than proceeds to the utility (or additional rate base) by the
amount of the underwiters' fees.

We have all owed an adjustnent for issuance costs
in past cases and will make an issuance cost adjustnent in this
case for underwiters' fees or comm ssions and other direct
out - of - pocket issuance costs.

To enabl e investors to earn their required return
it is necessary to make sonme adjustnment to account for the
di fference between the price to investors and the proceeds to the
Conmpany. One possible way would be sinply to all ow i ssuance
costs as an expense. Another is to allow a rate base increase
equi valent to the underwiters' fees and direct costs. In past
cases, we have increased the return to equity so that the yield
to investors, in effect, will be based on the purchase price.
All of these nethods cost ratepayers the sane in present val ue.
In this case we will continue to allow issuance costs as an
addition to the return on equity, but we encourage the parties to
present information on the two alternatives to this methodol ogy
in the next rate case.

For the foregoing reasons, we nake an adj ustnent
for issuance costs. W accept the estimate of 3.90% which was
supported by Dr. Legler, since the use of a |onger historical
time period would not reflect as closely CMW's likely future
common equity issuance costs and the increased conpetitiveness of
t he i nvestnent banking industry. W wll, however, adjust Dr.
Legler's results to elimnate his erroneous exclusion of retained
earnings fromhis cal culation; this produces an issuance cost
estimate of 30 basis points. W w il therefore increase our
"bar e- bones"” cost of equity estimate of 10.25% by 30 basis points
to 10.55%
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Turning to market pressure, which is defined as a
| oss of market value on all equity associated with a new stock
issue, we first note that in the past the Conm ssion has vi ewed
mar ket break as specul ative and has not provided an all owance for
"normal market price fluctuations.” New England Tel ephone and
Tel egraph Conpany, Re: Proposed Increase in Rates, Docket No.

80- 142, Decision and Order at 19 (Me. PUC March 30, 1981).

Based on the record developed in this rate case,
we continue to believe that the support for such an adjustnent is
specul ative. This Comm ssion, |ike nost others, usually rejects
expense recovery where the cost is not known or definite. There
is no theoretical basis for market pressure for an electric
utility stock issuance and statistical anal yses of actual
evi dence are inconclusive. The Conm ssion therefore is not
persuaded to adjust the cost of common equity for market
pressure.

B. Capital Structure

1. Summary of the Record

To estimate accurately the utility's appropriate
fair rate of return, we nust determne the utility's cost of
capital and, perforce, the appropriate capital structure to be
used.

The capital structure nust both provide the | owest
overall cost to ratepayers and afford financial integrity and
flexibility to the Conpany. Advocate Staff has enphasi zed t he
i nportance of the former. CMP's w tnesses have enphasized the
i mportance of the latter. Wile Conpany managenent shoul d be
gi ven sone deference in its choice of a capital structure, we
nmust determne if both concerns are being net.

The Conpany, through M. Brooks, presented a
capital structure based on the average capitalization forecasted
for the first rate effective period, 1994. M. Brooks used the
aver age of begi nning and endi ng bal ances to cal culate his
recommended anmounts. He based his cal cul ati ons on the Conpany's
proj ected earnings, dividends and capital requirenents, as well
as anticipated financing activities. Fromthe projected average
bal ance of short-term debt (STD), M. Brooks subtracted the
aver age bal ance projected for ERAM and the fuel clause (FCA). In
doing this, M. Brooks was attenpting to renove the effects of
the FCA and ERAM from the cost of capital calculation, as
requi red by Chapter 34 of the Comm ssion Rules and by the Order
i npl enenti ng the ERAM nechani sm ( Docket No. 90-085). By
subtracting the FCA and ERAM bal ances, M. Brooks arrived at a
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negati ve amount of short-termdebt in the Conpany's capital
structure.

For the Advocate Staff, Dr. Lurito recommended a
capital structure that is nore highly | everaged than that
presented by CMP. Dr. Lurito also provided an estimate of CVP's
operational and financial activities through the end of 1994 in
order to determine CM's sources and uses of funds and its
resulting capital structure. Dr. Lurito, however, used year-end
1994 bal ances in calculating his recommended capital structure.
He argued that year-end 1994 represented the m d-point of the
rate-effective period, apparently assum ng that the Conpany woul d
not file and the Comm ssion would not process another full rate
case for effect before the end of 1995.

The major difference between Dr. Lurito and M.
Brooks lies in the anbunt of short-term debt used to support the
rate base. Since the difference in short-termdebt nust be nade
up el sewhere in the capital structure, an adjustnment to common
equity, preferred stock or long-termdebt to account for the
difference in short-termdebt is also required. Dr. Lurito
recomends that 5.0% of the rate case capital structure should be
made up of short-termdebt. This would be in addition to any
anount needed to support the deferred ERAM and FCA bal ances.
Thus, although not stated in so nany words, Dr. Lurito al so has
attenpted to conply with the mandate of Chapter 34 and t he ERAM
order.

Dr. Lurito essentially agreed with CWP as to the

| evel of long-term debt which would be used by the Conpany
t hrough the end of 1994. However, because Dr. Lurito used the
year -end bal ances, his anounts differ fromthose of the Conpany.

Interestingly, both Dr. Lurito and M. Brooks arrive at the sane
| evel of nortgage bonds, due to their differing projections as to
when Series T will be issued. M. Brooks assuned that Series T
woul d be issued in Novenber, 1993, while Dr. Lurito assuned a
1994 issuance date. Thus, M. Brooks's use of a 1994 average has
this issue in the total for the entire year, while Dr. Lurito's
year-end figures also has the sanme anmount in the capital
structure.

Navy witness Dr. Legler and CCUC witness Dr. Wil
bot h basically accept the Conpany's capital structure, at |east
the one proposed in CVMP's Direct case. Their briefs discuss
neither the changes that M. Brooks nade in his rebuttal
testinmony nor the revisions which M. Brooks put forth at the
Rebuttal / Surrebuttal hearings. Since neither Dr. Legler nor Dr.
Weil chose to participate in the various rounds of updates, we
wi Il not discuss their recomendations further.
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As stated previously, the major area of dispute
i nvol ves the anount of short-term debt which should be consi dered
as used to finance the Conpany's rate base. Advocate Staff and
CWP both acknow edge that the average deferred FCA and ERAM
conbi ned bal ance will be over $90 million during the rate year
(the exact average depends on the techni que used to acconplish
the averaging). CMP projects that it wll have an average
short-term debt bal ance of about $38 million during 1994. Thus,
after subtracting the conbi ned ERAM FCA bal ance, M. Brooks
projects a negative short-term debt bal ance of approxi mately $60
mllion related to the financing of the Conpany's rate base. |In
ot her words, M. Brooks has assuned that CMP will use its overal
capital structure (rather than short-termdebt) to finance a
portion of its FCA and ERAM bal ances. This contradicts the
assunption present in Chapter 34 that short-term borrow ngs are
used to finance deferred fuel bal ances; the same assunption
exists with regard to unrecovered ERAM anounts. That assunption
is the basis for using the short termdebt rate to cal cul ate
i nterest on any bal ances. The Conpany currently has short-term
debt facilities of $123 million, a FERC-inposed limt of $175
mllion, and a legal Iimt fromits Indentures of $209 mllion.

Dr. Lurito recommends that the Conpany enploy 5.0%
short-termdebt to finance its rate base, in addition to any
anounts needed to support its deferred ERAM FCA bal ances. Wile
the total borrowi ngs would exceed CVP' s current short-term debt
capacity, Dr. Lurito avers that the Conpany could find new
sources of short termdebt. As to the FERCIlimt, Dr. Lurito
bel i eves that his recommendati on would not unduly threaten the
FERC short-termdebt limtation. Dr. Lurito's position is that
short termdebt is a | owcost source of funds that should be
i ncluded in any reasonable capital structure. He asserts that he
has tested the recommended capital structure for safety and found
it to be safe under nearly all conditions. Wile the overal
| evel of short-term debt m ght exceed 11.0% of the Conpany's
total capitalization, Dr. Lurito sees it as only a relatively
short-term probl em because the FCA and ERAM bal ances are
expected to be reduced over the next few years as the anounts are
recovered fromratepayers.

2. Di scussi on and Anal ysi s

W will first discuss the proper tinme frame to be

used in determning an appropriate capital structure. |In past
cases when an attrition analysis has been perforned, we have used
an average rate year capital structure. We continue to believe

that an average rate year concept properly defines the
appropriate capital structure and associated costs for ratemnmaking
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purposes. This averaging technique also is consistent with the
first rate-effective period that M. Catlin and M. Dunmais use in
their attrition analyses. Use of Dr. Lurito's end-of-rate-year
capital structure would be inconsistent with that approach.

Unfortunately, our decision to use an average rate
year capital structure |eads to sonme conputational problens,
because the total anmount of capital used by M. Brooks and Dr.
Lurito is different. 1In fact, we can find no record evidence as
to the precise total dollar anmount of capital used by Dr. Lurito,
and we are unable to arrive at a total capital figure by dividing
Dr. Lurito's recommended anmounts for the individual capita
structure conponents that we can discern (i.e., long-and
short-term debt and Preferred Stock) by their respective
per cent ages, as are shown on FINAL REVI SED Page 11 of Staff
Exhibit 68 (late filed). Each calculation seens to result in a
different total. W can use the Conpany's bal ances for |ong-term
debt and for preferred stock, but we are reluctant to use the
anount of equity shown on Revised Exhibit Brooks-17, as it is
based on CW's earning an 11. 2% return on equity in 1994, a
return that is well above the allowed cost of equity that we have
set elsewhere in this order. Based on our know edge of the
remai nder of this report, that is an unrealistic assunption.

The Commi ssion may inpose a capital structure for
rat emaki ng purposes that is different fromits actual capital
structure. The capital structure that the Conm ssion inposes for
r at emaki ng purposes nust bal ance the need to provi de adequate
financial integrity with the need to assure that the rate of
return is not inflated by the use of an inappropriately high
comon equity ratio.

In summary, the absolute dollar anmounts of
|l ong-term debt in the proposed capital structures differ only
with respect to nediumtermnotes "MIN's and capitalized | eases,
and these differences are caused only by the tine frame used in
the analysis (i.e., year-end versus average). The |ast conponent
of the capital structure to be discussed is preferred stock. The
anount is not disputed by Advocate Staff or the Conpany.
Therefore, we include $145,571, 300 (or 11.78% of preferred in
CVWP' s capital structure.

As for the anpbunt of short-termdebt that is
properly included in the capital structure, we see flaws in both
presentations. First, it is not clear why the Conpany coul d not
mai ntain a |l evel of short-termdebt at |east equal to its
unrecovered ERAM and FCA bal ances. This anount woul d appear to
be well wthin its current borrowing ability and not in any way
close to violating either its Indenture limts or its FERC cap.
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This woul d al so conmport with the intent of Chapter 34 and our
ERAM Order that such bal ances be financed with short-term debt
and that recovery take place outside of base rates. W see no
evi dence of any substantial problemw th financing flexibility by
pursui ng such a course of action. W note that CWP had $88.5
mllion of short term debt outstanding at the end of the test
year, when its unrecovered ERAM and FCA bal ances were about $100
mllion. Thus, enploying an anmount of short term debt equal to

t he conbi ned ERAM FCA bal ance does not seemto inpose an undue
hardship on CWP

We regard Dr. Lurito's short-term debt
recommendation as falling outside the bounds of reasonabl eness.
Wil e we agree that short-term debt represents the | owest cost

source of capital, its use is limted for financial and | egal
reasons. |In nost cases, we would consider the use of sonme anount
of short-termdebt in the capital structure as a prudent course
of action which utilities should follow. In the instant case, we

are concerned about the Conpany's ability to obtain additional
anmounts of | owcost short termdebt, given its recent ratings
downgrade. Admittedly, that downgrade applied only to | ong-term
borrowi ngs, but as a practical matter that bond rating downgrade
is likely to constrain to sonme extent at least its access to
short-termdebt and will likely lead to a higher interest rate
bei ng charged to CVP. In sum we do not believe it is wise for
us to prescribe a capital structure that is apt to jeopardi ze the
Conmpany's financial integrity and flexibility. Due to the length
of the deferrals for a portion of the FCA and ERAM bal ances, it

i s not unreasonable for some nediumtermnote financing. Because
of the way our rules work though, we assign short-term debt only
to financing these deferred bal ances. In order to make CWVP
whol e, we have to consider the inpact of our Rules.

For rate base financing purposes we will include
no short-termdebt in CW's capital structure. Thus, we make the
assunption that on an overall Conpany basis, CMP will have
out standi ng an anount of short-term debt equal to its uncollected
ERAM and FCA bal ances. This anobunt woul d be hi gher than the
| evel CMP has projected by about $60 million, but we believe it
to be within reasonabl e bounds of financial safety and
flexibility. Wen these changes are made, we believe that the
resulting capital structure is reasonable for ratenmaking
pur poses.

As di scussed earlier, the absolute dollar amount
of capitalization needed by CVMP is inconsistent between the
Conmpany and the Advocate Staff. Because we believe the Conpany
has better estimated its overall capitalization |level (and
because we cannot find Dr. Lurito's final capitalization amunts
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in the record), we will use the anmbunt shown on Revi sed Exhi bit
BROOKS-17 in the "Adjusted Average Bal ances” colum as our total
capitalization anount. |If anything, this anount is likely to be

slightly overstated, because the Conpany may not spend its ful
construction budget as this exhibit assumes. Thus, there would
be a smaller need for funds. Further, the exhibit appears to
assunme that CMP will have retai ned earnings based on receiving
its full requested rate increase. W know that that assunption
is incorrect. Nevertheless, we feel confortable in using the
overal | average, because CVP has already commtted to the debt

i ssues and the preferred stock | evel contained in the exhibit and
because we are assuming that all of the ERAM and fuel deferrals
are financed by short-term debt.

Because we are assum ng no short-term debt for
rat emaki ng purposes in this rate case, the difference between our
capital structure and the Conpany's nust be reconciled. W wll
proportionately reduce |long-term debt, preferred stock and common
equity by this difference. This methodol ogy produces a capital
structure that is nore likely to neet CW's need for financial
integrity while also not being unduly costly to ratepayers.

As we decided earlier, we will use an average rate
year anount for our overall capitalization amount. Because of
the anortization of sonme capital |eases and because of the
maturity of sonme MINs, the Conpany will have an average anount of
| ong-term debt outstanding that is greater than the year-end
anmount .

Regar di ng common equity, $540.68 mllion, or

43. 74% of total capital, is included in the capital structure.
The recommended capital structure is shown bel ow.

Prospective Capital Structure

($000' s)
Capi tal Conponent Anpunt Percent Tota
Short - Ter m Debt $ 000 0. 00%
Medi um Ter m Not es $ 120,630 9. 76%
Pol | ution Contr ol 29, 320 2. 37
Capital Leases 39, 520 3.20
Mor t gage Bonds 367,140 29.70
Long- Ter m Debt $ 556,610 45. 03%
Preferred Equity $ 138,820 11. 23
Common Equity $ 540, 680 43.74

Total Capitalization $1, 236, 110 100. 00%
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C. Short - Ter m Debt
For ratemaki ng purposes in this rate case, no
short-termdebt is included in the capital structure.

D. Long- Term Debt and Preferred Costs

The Conpany, through its witness M. Brooks, and the
Advocate Staff, through its consultant, Dr. Lurito, have
devel oped up-to-date estinmates of the cost of |ong-term debt and
preferred stock. In their direct testinony, both Dr. Legler and
Dr. Wil adopted the Conpany's cost rates; neither chose to
participate in the various rounds of updates and therefore we
wi Il not discuss their recomendations further.

Regardi ng the cost of |ong-term debt and debt
equi val ents, CMP supports a proposed cost of debt of 7.26%
Advocate Staff supports a cost rate of 7.25% We will adopt Dr.
Lurito's estimate of 7.25% in order to be consistent with the
approach we adopted in CMW' s | ast rate case.

The witnesses differ as to the projected cost for
Series T, however. M. Brooks estimates an "all-in" cost of
7.104% Dr. Lurito believes the cost will be 6.75% M. Brooks
apparently bases his cost on a belief that interest rates in
general are likely to rise and that Series T will be a 15-year
i ssue, as conpared with the recently issued Series S which was a
5-year instrunment that cost CWP 6.06% inclusive of all fees.
Dr. Lurito | ooks at CVMP's npbst recent costs of nortgage issues
and at his own forecast of the direction of interest rates in
order to arrive at his cost estinmate.

For the cost of this debt, we will accept the Conpany's
proj ections, except for Series T nortgage bonds. M. Brooks
estimated the stated cost for this issue to be 7.0% wth an
effective cost of 7.104% while Dr. Lurito believes that CWw
shoul d be able to obtain this borromng at a stated rate of
6. 75% M. Brooks bases his projected cost on the possibility
that rates will rise, and because CVP paid a 6.06% effective cost
rate on its recently issued 5-year notes, while Series T is
expected to have a 15-year maturity. Dr. Lurito sees no reason
to believe interest rates will rise as nuch as projected by M.
Brooks in the tinme frame during which CVP expects to acconplish
the borrowing. W believe Dr. Lurito paints a nore plausible
picture on the level of rates, and so we will adopt his
recommended 6. 75%rate for Series T. However, it does not appear
that Dr. Lurito included any issuance expenses, so we will add to
the stated rate the sanme .104% that M. Brooks assuned in his
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projection. The effective cost becones 6.854% Based on our
finding with respect to the Series T nortgage bonds, we w |
adopt Dr. Lurito's estimate of 7.25%

Regardi ng the cost of preferred stock, CVP witness M.
Brooks estimates that the cost of preferred stock is 6.911%
Advocate Staff's consultant, Dr. Lurito, estimates that the cost
of preferred stock is 6.430% The major difference between
Advocate Staff and the Conpany relates to whether the noney
mar ket preferred should be "flexed" froma 49-day rate to a
5-year rate. On Novenber 16, 1993, the Conpany flexed its noney
mar ket preferred to a 10-year dividend, with a 20% nandat ory
sinking fund starting in 1999, and a resulting 8-year average
life. That issue now has an effective cost of 8.539% (excl udi ng
certain legal bills which CW has not yet received). Wth the
i nclusion of that issue, CWP's weighted average cost of preferred
stock is now 7.640% The Comm ssion takes official notice of the
case file in Docket No. 93-132 and finds that CV' s wei ght ed
average cost of preferred stock is 7.640%

E. CMP's Fair Rate of Return

Havi ng di scussed all the conponents of the capital
structure and their respective cost rates, we sumrarize our
results, which indicate an overall cost of capital of 8.71%

CMP' s Prospective Cost of Capital

Capi t al Conponent Per cent ageCost Rat e Factor
Short - Ter m Debt 0. 00% 0. 00% 0. 00%

Long- Ter m Debt 45. 03 7.25 3. 26
Preferred Stock 11. 23 7.64 0. 86
Common Equity 43. 74 10. 55 4.61
Tot al 100. 00% - 8. 73%

The above cost of capital estimte did not include the
50- basi s-point penalty required in Docket No. 92-102. Wen that
penalty is reflected in the cost of equity, thereby |owering the
al l oned cost of common equity from 10.50%to 10.00% an overal
allowed fair rate of return of 8.52%results
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CMP' s Prospective Cost of Capital

Capi t al Conponent Per cent ageCost Rat e Factor
Short - Ter m Debt 0. 00% 0. 00% 0. 00%

Long- Ter m Debt 45. 03 7.25 3. 26
Preferred Stock 11. 23 7.64 0. 86
Common Equity 43. 74 10. 00 4.40
Tot al 100. 00% - 8.52%

In our opinion, the overall cost of capital of 8.52%is
a reasonabl e, prospective fair rate of return for CVMP. W
specifically find that: 1) this rate of return is adequate to
mai ntai n the Conpany's financial integrity; and 2) this rate of
return adequately addresses the inpact of purchased power
obligations on the appropriate cost of capital and capital
structure. The Conpany has alleged that its financial integrity
coul d be damaged by the failure of the Comm ssion to provide an
adequate increase in rates to the Conpany. W find that the rate
increase granted in this order is adequate to neet the Conpany's
need for adequate financial integrity and flexibility. Qur
confidence is due in part to the Conpany's m ni mal need for
additional external financing and its generally adequate internal
cash flow generation. The Conpany has also failed to present
conpel l'ing evidence that its purchased power obligations have had
a material inpact on its cost of capital. Further, there has
been no conpelling evidence presented that woul d suggest that the
excl usion of the "debt-equivalent” relating to CVW' s purchased
power obligations would result in a significant msestimation of
CVMP's cost of capital. For these reasons, we believe that the
capital structure and cost rates set forth above are appropriate
for CMP. W believe that this return level, which is within the
broad range of reasonabl eness established by the record in this
case, appropriately bal ances ratepayer and sharehol der interests.

VI. TEST YEAR ADJUSTMENTS AND ATTRI TI ON

Robert E. Tuoriniem and Paul A Dunais presented Prefiled
Testinony (CWP Exhibit 10) for CWP on the subject of Revenue
Requirenents. In its Direct case, CVWP proposed 30 Net Operating
I ncone (NO) adjustnents and 16 Rate Base (RB) adjustnents. Two
of the net operating incone adjustnents (# s 18 and 30) had no
anount s included but were shown because the Conpany wanted to
reserve a spot in the event that quantifications becane possible
at a later stage of the proceeding. The Conpany's net operating
i ncome adj ustments reduced test year net operating incone by
$42.24 mllion and increased Rate Base by $81.236 nmllion. Based
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on the Conmpany's requested weighted cost of capital (as proposed
by M. Brooks) of 9.849% the Conpany cal cul ated a test year
return deficiency of $48.9 million which translated into a
required retail revenue increase of $80.734 mllion.

The Conpany al so presented an Attrition study (CWP #13)
sponsored by M. Dumais. Based on his projection of Rate Year
revenues, expenses and rate base, M. Dumais cal culated that CWP

required a further increase of $13.9 million in order to of fset
the clained effects of attrition during the first year that new
rates are due to be in effect. In total, CW requested that its

retail rates be increased by $94.64 million.

For the Advocate Staff, Thomas S. Catlin filed direct
testinmony (Staff #21) and Exhibits (Staff #22) on Revenue
Requirenents and Attrition. Based on his analysis and using the
overall cost of capital as presented by Dr. Lurito, M. Catlin
proposed that CMP be granted a test year revenue increase of
$39.175 mllion and an attrition increase of $2.558 mllion, for
a total increase of $41.733 million.

On behalf of the Ofice of the Public Advocate (OPA), direct
testimony regardi ng revenue requirenments and attrition was filed
by Thomas E. Knudsen and M chael A Bleweis (OPA #76). After
nmodi fying Dr. Lurito's recomrended cost of capital by |owering
the allowed return on comon equity, and after conducting their
own analysis of CVMP's tests year results and proposed
adj ustnments, the OPA wi tnesses proposed that CVMP be granted a
revenue increase of $22.331 mllion and no further allowance for
attrition. As wll be discussed later in nore detail, the OPA
Wi t nesses recommended that only those post-test year adjustnents
whi ch were legal or contractual in nature should be included in
t he revenue requirenent calculation. Thus, OPA conducted no
explicit study to determine if an attrition adjustnment was
war r ant ed.

On behalf of the Departnent of the Navy (Navy) Ral ph C
Smth presented direct testinony (Navy #15) on a |imted nunber
of revenue requirenents issues. M. Smth reconmended that
certain adjustnents proposed by CVP be rejected, and that certain
ot her adjustnents, not offered by CWP, be included in the revenue
requi renent cal cul ati on.

CVMP' s Updated and Rebuttal Testinmony (CMP #32) was presented
by M.'s Tuoriniem and Dumais. In their prefiled rebuttal, they
nodi fied CMP' s original request, so that the Conpany's test year
requi red revenue increase was shown to be $69.822 nmillion, using
the revised overall cost of capital from M. Brooks. 1In
addition, M. Dunais revised the Conpany's attrition request to



- 48 - Docket No. 92-345

$12.315 mllion. Thus, CMP's total request was $82. 137 at the
prefiled Rebuttal stage. Before the beginning of

cross-exam nation on their rebuttal testinmony the CVP witnesses
stated that several further nodifications would be necessary to
the amounts shown in their exhibits. These revisions were
entered into evidence as CVP #65 in response to Oral Data Request
#91. CW's final positions as expressed in its Brief were
quantified in CVWP #65. The Conpany's final request is for a
tests year revenue increase of $72.569 million and an
attrition-related increase of $10.845 million, for a total
requested retail revenue increase of $83, 414, 000.

For the Advocate Staff, M. Catlin filed surrebuttal
testinmony (Staff 28) and Exhibits (Staff 29) which indicated
that, using Dr. Lurito's updated cost of capital calculation, a
test year revenue increase of $40.187 mllion was appropriate for

CWP, and that an attrition adjustnment of $4.380 mllion was
i ndi cated. Thus, the Advocate Staff's total proposed increase
was $44.567 mllion. |In the text of his surrebuttal testinony,

M. Catlin reconmended that in view of the findings of the
managenent audit, as presented by Advocate Staff w tness M.

Al exander, and considering the relatively small dollar anount
which his attrition anal ysis showed, "the Conmm ssion should limt
the rate increase to reflect only the test year revenue
deficiency." M. Catlin went on to cite Dr. Stutz's testinony as
an alternative reason to reject any attrition adjustnent. Inits
Brief, Advocate Staff reconmended that CVMP be granted a revenue

i ncrease of $28, 206, 000.7 This anmount represents the sum of the
test year increase calculated by M. Catlin as $40.419 nmillion
and his attrition results which indicated that a $12.213 mllion
decrease was required. The attrition result included recognition
of $17 mllion in savings due to the managenent audit
recomendat i ons.

M. Knudsen filed surrebuttal testinony (OPA #89) on behal f
of the OPA. Based on his test year analysis, he recommended a

revenue increase of $20.897 mllion be granted. As in his direct
testimony, M. Knudsen recommended that no attrition adjustnent
be given. 1In addition to his earlier argunents regardi ng no

adj ustnents beyond the test year, M. Knudsen argued that the
potential savings identified in the managenent audit shoul d be
nore than sufficient to offset any possible attrition that may
occur. In its Brief, based on several revisions and corrections,
OPA recomends a revenue increase of $19, 248, 000. The OPA used

” The Advocate Staff's recommended revenue increase of

$28, 606, 000 includes attrition of $4.380 million (which is netted
against the $17 mllion managenent audit adjustnent), even though
inits brief, Advocate Staff recommends that no attrition

adj ust nent shoul d be nade.
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Dr. Lurito's cost of capital recommendations, except that no
i ssuance cost or flotation cost adjustnment was made to the bare-
bones cost of equity recomrended by Dr. Lurito.

In its Brief, the Navy addressed only certain specific net
operating incone issues. It did not present an overal
recommended revenue requirenent. Further, to provide a benefit
to ratepayers given the depressed state of the Mai ne econony, and
to place nore pressure on the Conpany to undertake cost-cutting
measures, Navy recommends that no attrition all owance be granted.

A. Test Year Adjustnents

No party has disputed the Conpany's use of 1992 as its
test year. The OPA has argued that the test year concept should
be enforced rigorously under the current econom c circunstances,
and that only post-test year changes which have a |l egal or a
contractual basis should be allowed. The OPA has enployed its
theory fairly consistently throughout its presentation, no matter
what effect the rejection of a proposed adjustnment has on the
Conmpany's revenue requirenent. No other party has adopted this
rigid interpretation of the test year approach, which this
Comm ssion has long used in setting revenue requirenents. The
use of an historic test year, adjusted for known and neasurabl e
changes, has been a stable ratemaking principle in Maine for many
years. Thus, we reject the OPA prem se that known and neasurabl e
changes beyond the test year should be excluded nerely because of
their timng. W prefer to use a |level of operations approach,
whi ch says that we will recognize the effect of changes to the
Conpany's test year net operating inconme, rate base and capital
structure, as long as there is sufficient certainty that the
change either has occurred since the close of the test year or
will occur during the first year when the newrates are to be in
effect. Furthernore, we will only accept adjustnents that wll
upset the existing balance between revenues, expenses and rate
base. Besides the probable |ikelihood of occurrence, the change
nmust be quantifiable with a high degree of accuracy. Changes of
this type are prem sed on the assunption that the utility wll
operate at essentially the same level as it did during the test
year. Unless it can be shown with certainty that that assunption
is false, changes to the conpany's output levels will not be
permtted as known and neasurable. Changes to the input factors
of production are acceptable as test year adjustnents.

B. Attrition
The purpose of an attrition analysis is to try to

determ ne whether the utility will have a reasonabl e opportunity
to earn the allowed return as cal cul ated under the test year
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(wi th known and neasurabl e changes) concept. In effect,
attrition goes beyond the test year into the rate-effective
period. It enconpasses changes to the Conpany's | evel of
operations, such as an increasing nunber of custoners and/or
enpl oyees. It exam nes the bal ance between growth in revenues,
expenses and rate base. It is done in the realmof uncertainty,
because while the events portrayed in an attrition analysis nust
have sone |ikelihood of occurrence, they are based on projections
or forecasts. W recall the old axiomthat the best that can be
sai d about forecasts is that they are sure to be wong in sone
respect. W have always exam ned attrition results with a high
degree of skepticism and we will do so in this case. W wll
exam ne each adjustnent proposed by CWP, as well as the overal
result of the attrition study, with great care.

In their Briefs, all parties other than CVMP recommended
that no attrition allowance be permtted. Their argunents were
simlar: economc tines are tough in Maine and custoners are
having a difficult enough tinme as it is in paying electric bills;
attrition is speculative by nature; the Conpany's forecasts,
particularly its sales forecast, are not credible; inflation
remai ns | ow;, and the managenent audit has shown that CMP has not
been as diligent as it should have been in cutting costs.

Further, in selected areas, the audit provides guidelines for the
Conmpany to follow in achieving reduced expenses. W w || address
the parties' contentions and CMP' s responses as we proceed
through the attrition analysis in Section VII

C. Test Year Net Operating | ncone and Rate Base
Adj ust nent s

Bef ore begi nning our discussion and anal ysis of the
speci fic adjustnments proposed by CVMP, we wish to clarify several
matters. Wen discussing "parties" we are referring to CVWP, the
Advocate Staff and the OPA; for those adjustnents where Navy nade
a recomendation, we discuss its position specifically. W also
must point out a nunerical discrepancy which exists throughout
our analysis. The schedules provided by OPA wth its Brief were
derived fromCW' s rebuttal filing (CWP #32), rather than from
CVWP' s revised cal culations, as contained in CVP #65, which were
offered in response to ODR #91. Thus, even when OPA accepts an
adj ust nent proposed by the Conpany, it may not have the correct
anount for the net operating income or rate base effect. The
nost conmmon reason for any difference lies with the effect of the
increase to the Federal Inconme Tax ("FIT") rate from34%to 35%
At the rebuttal stage, CWP had not reflected the FIT effect on
t he individual adjustnents, but it did so in CWP #65. OPA failed
to reflect this, as well as any of CVW's revised anbunts, on the
schedul es whi ch acconpani ed the OPA brief. W understand that
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this was caused by the late arrival of CWP #65. Finally, when an
net operating incone adjustnent also has rate base effects, we
wi |l discuss the two effects sinmultaneously. The working capital
adjustnment is the one which has only rate base effects, but we
di scuss it where the Conpany presented it in the net operating
i ncone section of our test year discussion.

Several of the adjustnents proposed by CVP were
accepted conpletely by the parties. Those are the foll ow ng:
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NO #3 Equity Earnings
(Inits Brief re: NO #3, OPA included proposed
adj ustnments to reduce CMP' s share of Mai ne Yankee
advertising expense and to exclude CW's share of
costs associated with the MY Information Center.
We di scuss these proposed adjustnents at NO #14.)

NO #4 (RB #2) Standard | ncone Taxes

NO #5 ERAM & DSM

NO #6 FCA Interest

NO #7 FERC Audit Recl ass

NO #8 M scellaneous Tariffs (*)

(We note that the Advocate Staff
indicated in its Brief that it had
reached an agreenent with the Conpany
that CWP woul d wi t hdraw t he proposed
tariff increase to the after-hours
reconnection charge. CM states its
concurrence with this nodification, but
gives no quantification. The Advocate
Staff stated that the NO effect is
$32, 000, and we use that anount.)

NO #10 (RB #4) Gains on Property Sal es
NO #18 (RB #17) QF Buyouts

RB #6 Mason Station (OPA used a different NO #16
ef fect)

RB #16 M scel |l aneous adjustnments (from NO #29).
(The NO effects of #29 were disputed.)

1. NO  #1. | nterest Synchroni zati on

No party has disputed the necessity of making this
adj ust mrent which affects the current state and federal incone tax
cal cul ation. Each party has used its own proposed rate base
anount and wei ghted cost of debt in calculating the anount of the
adjustrment. We will do likew se in our calcul ation.

2. NO #2. Wrking Capital
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The inclusion of an all owance for working capital
has been standard practice at this Comm ssion for many years.
This addition to the utility's rate base is necessary to allow
the utility to recover the costs associated with funds supplied
by investors above the amobunt which supports the utility's plant
and equipnment. A wutility nust pay for the goods and services it
purchases at intervals prescribed by its many suppliers. 1In
simlar fashion, the utility receives paynent fromits custoners
after it has furnished the electricity to the custoner. The
differing intervals between the rendering of goods or services
and the paynment by the purchaser gives rise to the need for a
cash working capital allowance. The Conpany has use of the goods
and services it buys for a certain length of tine before it nust
pay the bill. This is knowmn as the expense |ead. Conversely,
rat epayers do not receive a bill nor pay for their electricity
until sonme time after the power is supplied to them This is
call ed the revenue | ag.

No party in this case disputes the need for a cash
wor ki ng capital allowance, and CMP presented a | ead/lag anal ysis
whi ch was al so generally accepted. The purpose of the |ead/lag
analysis is to determ ne the actual expense | ead and revenue | ag
days experienced by the Conpany. The only adjustnment nade to the
Conpany's study was a change by the Advocate Staff and the Navy
to the Operations and Mai ntenance ("O&M') expense | ead days in
order to elimnate transportation depreciation fromthe anal ysis.
O course, each of the parties used its own adjusted test year
anounts for the various expenses included in the working capital

calculation. It appears that each of the parties also used its
own wei ghted debt cost and rate base to determ ne the anount of
i nterest expense included in working capital. W wll perform

our own cal cul ati on based on the adjusted test year results and
capital structure and capital costs found in this Order. W wll
use the net | ead/lag days as adjusted by the Advocate Staff,
because we agree with the change proposed by the Advocate Staff
and Navy to O&M | ead days.

In addition to the cash portion of the working
capital allowance, the Conpany's investnment in inventories has
regul arly been included in rate base through the working capital
anal ysis. CM nust keep a supply of fuel on hand at its
generating stations, including its nuclear plants, and it nust
have repair materials and supplies available. The average anount
of inventory on hand during the test year is included in rate
base. This is apparently the only instance in this entire
proceedi ng where all four parties agree not only on the propriety
of the theory, but also on the actual nunbers to be used.
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CWP al so provided an anpbunt to be deducted from
the test year average inventory in order to recognize the effect
of renoving all inventory from Mason Station. The Advocate Staff
and the OPA al so use the CMP anount, as wll we in our
cal cul ati on.

The final group of itenms which CWP proposed to
include in its working capital allowance are those related to
rate base anounts. The Conmm ssion has rejected simlar proposals
in prior cases, but CWP decided to attenpt, once again, to
convince us to change our thinking. Inits original filing, CW
i ncl uded anounts for Deferred I ncone Taxes, Depreciation and
Anortization, O her O%M Anortization, Nuclear Fuel Expense,
Ret ai ned Earni ngs on Common, Dividends on Conmon, and Property
Additions. Inits final request, CWVP renoved the two parts of
t he adj ustnment having to do with Comon Equity. Thus, five rate
base related itens remain in the CVP proposal at a net addition
to rate base of $6.45 million

CWP clainms that the four expense related itens
nmust be included because the itens result in a reduction to rate
base prior to the Conpany's receiving cash fromratepayers for
t he expense. Because of this |ag between the expensing of the
anount (and its concurrent effect of rate base reduction) and the
Conmpany's recei pt of cash fromits custoners, CWP clains it nust
be conpensated for the tine value of the expense. CM further
asserts that it examned all balance sheet itens to determne if
any others had a significant effect on the Conpany's need for
working capital. The only item which the Conpany found to fit
this category was property additions. This itemis included in
order to recognize that the Conpany includes the anmount in gross
operating property before CVWP pays the vendor. 1In its direct
testimony, the Conpany w tnesses stated that they had not
specifically analyzed the average tine | ag between an itenis
inclusion in operating property and the paynent by CWP. However,
the witnesses stated their belief that the types of itens being
purchased were simlar in nature to those included in the O her
&M cat egory, so the Ot her O&M expense | ead days were used.
Finally, CM's witnesses stated that the Conpany had not anal yzed
the operating property additions which were included in
Construction Work In Progress ("CWP"), but that it would do so
if the Commi ssion were to accept the Conpany's argunent that rate
base related itens should be included in the working capital
cal cul ati on.

The Advocate Staff, OPA and Navy all reconmend
that the Conpany's proposal to include rate base related itens in
t he working capital calculation be denied, and all use simlar
reasoni ng. Basically, those parties believe it is inappropriate
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to include itens which are unneeded in the cash working capital

al l onance. The past Comm ssion practice of excluding these
anounts shoul d be continued. The Advocate Staff refers to the
Comm ssion's Order in Docket No. 90-076 to agree that inclusion
of certain non-cash itens may have nerit, but that CVMP has not

t horoughly exam ned all cash flows and bal ance sheet effects.

The OPA and Navy basically rely on the theory that only
transactions that affect actual cash flows should be reflected in
this anal ysi s.

Qobvi ously, this debate has been presented to us
before. The answer depends on the definition of working capital
for rate base purposes, not the definition commonly used in
accounting circles. W continue to believe that the definition
whi ch we have used in the past, and the reasons behind it, are
still valid. W are not convinced that the Conpany has an act ual
need for cash sinply because of the timng of the accrual entries
and the recei pt of cash for the expense.

| gnorance of the timng of principal paynents on
medi um and | ong-term borrowi ng | eaves us unconvinced as to the
need for a working capital allowance on rate base itens. Wile
we agree with CVP s assertion that depreciation reduces the rate
base as expense is recorded, we observe that the Conpany does not
reduce its outstanding borrowi ng at the sane tine. Rather, the
capital structure remains unchanged and the utility has the use
of the funds even after the revenue requirenent is reduced
t hrough accunul ated depreciation. In sum we reject the
Conmpany's proposal to include rate base related itens in the
wor ki ng capital allowance.

3. NO #8 & RB #3. Kennebec Hydro Resources ("KHR')

This is an accounting adjustnent that restates the
results of KHR, a subsidiary of CWP, fromthe equity accounting
method to a utility property nmethod to show the net operating
incone and rate base effects of CVW's investnent in KHR The
Advocate Staff agrees with this adjustnment. The OPA indicates
acceptance of the adjustnment in its brief at page 99. However,

t he schedul es acconpanyi ng the OPA brief show a net operating

i ncome adj ustment of $-137,000 to the anmount put forth by CWP.
The adjustnent first appeared in the surrebuttal exhibits of M.
Knudsen. There is no discussion of this adjustnment in either M.
Knudsen's surrebuttal testinony or in the OPA brief. W surmse
that the exhibit may reflect only test year anobunts in order to
be consistent with other revenue adjustnents used by OPA

We accept the Conpany's proposed adjustnent for
KHR.
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4. NO #11. Pri ce and Vol une Changes

CWP proposes this adjustnent to reflect: (1) the
effects of operational changes at three industrial custoners;(2)
t he Decenber, 1992, rate changes approved by the Comm ssion; (3)
whol esal e rate changes; and (4) the effect of the non-mgration
of sonme custonmers fromthe MSS to the SGS class. In its brief,
CWP says it no | onger supports the Madi son Paper Industries
("MPI") part of the adjustnment, as was included in (1) above,
because MPI has notified CMP that it wants to | eave the CWP
system The Hearing Exam ners ruled that, because the | ateness
of when it was proposed would prejudice the other parties, the
MPI situation would not be considered in this docket.

The Advocate Staff accepts the adjustnent
conpl etely as proposed by CWP, including the MPI effect.
Additionally, the Advocate Staff points out that MPl will be
provi di ng additional revenue for a substantial portion of the
rate year and MPI's leaving is not a certainty.

OPA excluded the MPI part of this adjustnment, not
based on CWP's reasoning, but rather to be consistent with the
OPA' s no-post-test year adjustnent principle to which it adheres.
Al t hough not discussed in its brief, the OPA exhibit shows that
CVMP' s proposed adjustnment to Airco's revenue anount shoul d be
rejected. In M. Knudsen's direct testinony, he reconmended
rejection of this portion of the adjustnment unless the Conm ssion
were to issue a decision in the Airco Special Rate proceeding
(Docket No. 92-331) prior to the end of the rate case. Even
t hough the Comm ssion issued its Order approving the Airco
contract on Septenber 22, 1993, the OPA brief exhibit continues
to include rejection of the Airco adjustnent offered by CVP. COPA
al so does not address the MGS/ SGS i ssue, presumably because it
was first quantified by CMP in CVWP #65, its updated final
posi tion.

W believe the proposed adjustnent reasonably
reflects known and neasur abl e changes, and we therefore accept
it.

5. NO #12. Capacity and Enerqy Sal es

Thi s adjustnment renoves the test year effect of a
FERC Order reducing a previously ordered refund for several
wheel ing transactions. Also included is the rate year effect of
a newmy signed wheeling contract wwth MWEC. The Advocate Staff
accepts the adjustnent.
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The text of the OPA brief and the acconpanying
exhibits are inconsistent on this issue. The brief at page 37
i ndi cates acceptance of both parts of the adjustment, noting that
t he MWEC agreenent represents a contractual post-test year
change. However, the net operating income sunmary exhibit (3RD
REV. SCH. TEK-9) includes an anmount ($90, 000) which renoves the
net operating incone effect of the MWEC contract.

We accept the proposed adjustnent as a known and
measur abl e change.
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6. NO #13. \Wieeling Revenue and Expense

The purpose of this adjustnent is to reflect the
revenue and expense effects of changes which CVMP clains wll
occur to various wheeling agreenments. The Advocate Staff accepts
the proposed adjustnent in its entirety. The proposed adjustnent
reduces test year revenues by $855,000 and reduces expenses by
$158, 000, with a net operating inconme effect of $413, 000.

The OPA recomends rejection of two parts of the
proposed adj ustment (concerning Maine Public Service and MWEQC)
because they are of a non-contractual post-test year nature.

This type of adjustnent has been proposed and
accepted in prior rate cases. However, it is an adjustment which
has troubl ed us because it is subject to nmuch uncertainty. Load
characteristics (both Ievel and |ocation), unit operations, and
mar ket - based prices for and availability of power all affect the
anount of wheeling which will occur into, out of, and through
CVMP's transm ssion system \Wile CW seens convinced that no
mar ket for power will be present during the rate year, there is
no way on know ng how aggressive sellers mght be or if system
operating problens or |oad growth could cause other utilities to
enter the power market as purchasers. W hesitate to approve
this type of adjustnent, only to have CWP enter into new wheeling
agreenents and receive additional revenues. One option would be
to order a full reconciliation of these revenues and expenses,
but we are reluctant to do so for many reasons, especially in
light of the strong probability that CVMP will be subject to an
incentive regulatory schene in the not too distant future.

Rat her than try to guess the anount of wheeling
which is likely to occur during the rate year (and for which we
have no evidence), we wll reject the proposed adjustnent, and
continue to recognize the test year anmount of wheeling rel ated
revenue and expense for ratenmaking purposes. W recognize that
the specific events enunerated in the Conpany's proposed
adjustnment may rise to the level of "known and neasurable."
However, past experience tells us that other changes are just as
likely to occur to wheeling anounts.?

Proposed Adjustnent NO # 13 is rejected.

8ision to reject the adjustnent. This unresponsiveness precluded
our careful exam nation of CVMP' s transni ssion capacity and usage
for retail customers.
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7. NO #14 & RB #5. Mhai ne Yankee ("M")

By proposing this adjustnent CMP seeks to begin
recovery of its share of the deferred and ongoi ng effects of the
expenses associated with the term nation of supply contracts
bet ween MY and Honmestake M ning and with Cogema. Recovery of
t hese costs was renoved fromthe fuel clause per the Commi ssion's
decision in Docket No. 91-091. In its direct filing, CMP sought
to change the time period used to normalize MY refueling outage
costs from 19 to 18 nonths, but this request was subsequently
wi t hdr awn.

The Advocate Staff accepts CWP proposal as
nodi fied to continue the 19-nonth outage interval normalization.
However, the Advocate Staff al so proposes that all expenses
associated wwth the MY Energy Information Center ("EIC') be
di sal | oned because they are really a type of institutional
advertising for which recovery is prohibited under Chapter 83 of
the Comm ssion's Rules. The Rule allows recovery fromratepayers
only upon specific exenption by the Conm ssion. The Advocate
Staff reviewed nmuch of the literature available at My, as well as
the presentations nmade to visitors to the EIC. The Advocate
Staff believes the operation of the EIC, which provides
i nformati on about nucl ear energy in general and MY in particular,
is clearly pronoting good will toward the plant. The Advocate
Staff points out that as far back as 1987 (Docket No. 87-181) the
Conmi ssion rai sed concerns about whether MYEIC costs should be
recovered from CVWP ratepayers. The Comm ssion decided that the
i ssue would be taken up in CM's "next general rate case
proceedi ng." However, the issue was not raised in CVMP's first
rate case subsequent to that Order (Docket No. 90-076). CWMP has
continued to report the anounts for the MYEIC as "cont ested"
institutional advertising in its Chapter 83 reports, as ordered
by the Comm ssi on.

The Advocate Staff argues that since the issue has
never been explicitly addressed in a Conmi ssion order, it is
clearly ripe for adjudication. The Advocate Staff al so points
out that it raised the issue in its direct case, thus neeting its
burden of production and requiring CMP to assune the burden of
proving that the costs are rightfully recoverable from
rat epayers.

CWP bel i eves that MYEI C provi des val uabl e
information to the public on the operation of MY and on public
i ssues, such as nucl ear waste disposal. Further, CWP argues that
the Advocate Staff relied solely on a report fromthe 1987 case
as the basis for recomendi ng disall owance. Because that report
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is not part of this record, CWP argues the Advocate Staff failed
to meet its burden of production.

The OPA accepts the inclusion of only those
contract term nation paynents through the end of the test year.
The OPA further proposes two adjustnments to CMP's MY expenses.
First, the OPA would disallow over half of MY"s test year
advertising costs, on the theory that MY spends substantially
nore on advertising than any of the other Yankee plants. In
addition, OPA would disallow all costs for the EIC, arguing that
the MYEIC is the functional equival ent of the Seabrook Info
Center, for which the Comm ssion disallowed recovery by CVP in
Docket No. 82-266. The OPA states that CMP has provided no basis
for passing these costs on to ratepayers, and that the
information provided by the EIC is not necessary for the
production of electricity at the plant.

W agree with the Advocate Staff and the OPA
regarding the MYEIC i ssue. Merely because the issue was not
deci ded in Docket No. 90-076 does not preclude us fromruling on
it here. W find that the Advocate Staff and the OPA both net
t he burden of production, and it was CMP's responsibility to
justify the recovery of these expenses. CM has not done so.
While the activities of the EIC do provide information to the
public, rmuch of that information goes toward reassuring the
public about the safety and reliability of the plant and nucl ear
power. Further, as with the Seabrook Information Center, the EIC
is not necessary for the operation of the plant, which is
licensed by the NRC t hrough 2008.

We accept the nodification to CVW's proposed
adj ustnrent as presented by the Advocate Staff. The Honestake and
Cogema term nati on paynents are acceptable as known and
measur abl e adj ustnents. The Advocate Staff cal cul ati on of the
El C costs was based on a data response which showed the specific
itens and anounts applicable to the Information Center. The OPA
adj ustment sinply disallows over half of all Miine Yankee
advertising expenses w thout any reasons for selecting the
particul ar amount of disallowance. W find the Advocate Staff
cal cul ation better represents the anount which is relevant to the
expense being denied. W therefore accept the Advocate Staff
recommended change to NO # 14.

8. NO #15. Yankee Atonic

The proposed adj ustnent reduces expenses to a
| evel anticipated during the rate year, in accordance with the
1994 budget submtted to FERC. The plant will no | onger be
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producing electricity and is developing its decomm ssioning pl an.
The Advocate Staff agrees with CVP' s adj ustnent.

The OPA recomends that only the test year anobunt
wi t hout adjustnent be included in the revenue requirenent. This
woul d actually increase CMP' s revenue requirenment. The OPA
claims that because the actual test year anount was not
avail able, it used the 1993 budget adjusted for inflation.

In light of the decision to shut down this plant,
we find the adjustnment proposed by the Conpany to be reasonably
known and neasurabl e, and we accept it.

9. NO #16. Mason St ation

Thi s adjustnment has rate base effects which are
shown at RB #5. No party has disputed the rate base anounts.

Mason Station remains in a deactivated reserve
status. CM's proposed adjustnent renoves all test year
depreci ati on expense, as well as any fuel related inpacts. Al so,
the materials and supplies inventory is renoved fromrate base.
At the Rebuttal hearings, the Conpany proposed to elim nate nost
heati ng and mai nt enance costs and the costs for two enpl oyees no
| onger needed. The Advocate Staff accepts the adjustnent as
nmodi fied by CVWP in rebuttal.

OPA Brief recommends that an additional $400, 000
of expense should be elimnated fromthe Conpany's proposed
adjustnent. It appears the OPA may have overl ooked the
nodi fication of $300, 000 presented in rebuttal by CW. OPA
wi t nesses proposed a $400, 000 expense reduction in their direct
testinmony filed in May 1993. This reconmended di sal | owance
remai ned unchanged right into the OPA Brief. CM proposed its
$300, 000 expense reduction at the start of hearings in Septenber.
| f the OPA proposed adjustnent were in addition to that proposed
by CWP, its final anpbunt would be $700, 000, not $400, 000 as shown
inits Brief. The OPA gave no basis for its proposed additional
expense elimnation anount. Because OPA did not use the final
adj ustnrents proposed in CVWP #65, the OPA anount represents only
an additional $100,000 in reductions over the Conpany's final
anmount .

W will accept the Conpany's proposed final
adjustnment, as it appears to have been calculated in a reasonabl e
fashion. No party opposed the Conpany's proposed adjustnent to
remove the inventory effects fromthe working capital
cal culation. Again, we accept the proposed rate base adjustnent.
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10. NO #17 & RB #7. Ener gy Managenent Contr ol
Cent er (" EMCC")

The purpose of this adjustnent is to recognize the
Conmpany' s additional investnent in two new conputer systens, the
Energy Managenent System ("EMS') and the Load Managenment System
("LM5"), as well as associated building nodifications. The EMS
provi des functions related to the control and nonitoring of CW' s
generating stations, as well as the data |link between CVWP and
NEPOOL. Because part of its functions support the Augusta Power
Exchange ("APEX"'), some of its costs are shared anong the APEX
menbers. The total cost of the EMS is expected to be around $14
mllion. CM has reflected the increased depreciation expense in
its proposed adjustnent, as well as the additional investnent in
rate base.

The LMS conputer systemis designed to support the
control and nonitoring functions for demand-si de managenent and
di stribution automation neasures. |Its main purpose was to cycle
wat er heaters as part of CVP's Water Heater Cycling Program
("WHCP"). As originally planned, the programwas to have over
80, 000 custoner participants. The Conpany has now suspended t hat
programas it evaluates its continued cost effectiveness. The
Conpany decided to go ahead with the contract for the purchase of
LMS even after suspension of the WHCP, because the system has
ot her capabilities which could be useful in the area of
di stribution automati on and control and automatic neter reading.
The Conpany cites several reasons in its Brief for continuing
with the LM5 acquisition, even after the WHCP was suspended. The
Advocate Staff has accepted this adjustnent entirely.

The OPA does not accept the EMS portion of the
adj ust mrent because nuch of the spending is post-test year and,
t hus, inperm ssible for consideration under the OPA test year
theory. While a simlar tenporal issue exist with the LMS, the
OPA recommends that this part of the EMCC adj ustnment be rejected
on prudence grounds. The OPA disagrees about the |evel of
supposed benefits available fromLM5. It says the system
contains so nuch excess capacity that it effectively flunks the
"used and useful" test. OPA asks why ratepayers should be asked
to pay for a systemwhich is overbuilt and has few rea
det er m nabl e benefits.

The LMS portion of this adjustnment presents a
tough call for us. No party has alleged that CVW' s original
decision to purchase this system was not reasonable. The
debat abl e i ssue concerns whether CVMP was correct in proceedi ng
with the purchase after it chose to put the WHCP on hold. The
Conmpany did conplete a cost/benefit anal ysis before proceeding
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with the purchase. Further, it enunerated several additional
capabilities which the LM5S may provide. W cannot find that the
Conmpany' s decision to proceed with the LMS purchase was
unreasonable. It did the analysis and quantified the results as
best it could. Wile we are concerned about possible excess
capacity contained in this investnent, we find that CWP has
provi ded enough evidence to justify the potential future uses.
CWP has stated that conpleting the LM5S systemto its ful
capabilities could cost several tines the amount of the conputer
hardware. CMP shoul d be prepared to prove that any continued
investnment is cost justified. CM is expected to nmake the
full est possible use of this systemas a neans to inprove its
ef ficiency.

W will allowthe EMCC adj ustnment as proposed by
CcwP

11. NO #19 & RB #8. Fi shways and FERC Li censi ng

The adjustnent reflects the cost of fish
passageways at two hydro dans, as well as costs associated with
relicensing at FERC of several hydro sites. The Advocate Staff
accepts this adjustnent.

The OPA disagrees only with the part of rate base
and expense associated with one of the fishways, because its
expected conpletion date is after the test year.

The adjustnent is accepted as proposed by CWVP.

12. NO #20 & RB #9. Southern Inland Transm Ssi on
Loop

Thi s adjustnment recognizes the investnent in a new
31-mle 115 KV loop in York County, which is designed to inprove
systemreliability and reduce line | osses. The project is now
essentially conplete and in service. The Advocate Staff agrees
with CVP' s adjustnent as proposed.

The OPA renoves all anounts related to this
adj ust rent, because the line is going into service after the
cl ose of the test year.

The adjustnent is accepted as proposed by CM.

13. NO #21 & RB #10. Wbirk Managenent System

This reflects the Conpany's investnent in an
aut omat ed system which is designed to nanage the flow of
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di stribution construction projects. The Conpany al so reflected
t he expected distribution O%M savings and related adm nistrative
cost savings which are expected to result. The total projected
&M savings fromthe systemis $837, 000.

The Advocate Staff accepts the adjustnent, while
the OPA rejects it as yet another post-test year change.

The systemis reasonably anticipated to be fully
operational before the start of the rate year, and the Conpany
has included an estinate of its cost savings. W accept the
adj ust nent as proposed.

14. NO  #22. Di stri bution Storm Damage

The Conpany proposed this adjustnent in order to
normal i ze the effect of costs associated with clean-up and
repairs after major storms, specifically hurricanes. Inits
Order rejecting the Conpany's request to defer and anortize the
costs of Hurricane Bob (Docket No. 92-019), the Comm ssion stated
its belief that normalization was the proper way to account for
these irregular, but not unexpected, occurrences.

CVP has proposed to use a 6-year average of storm
damage costs, with the anounts expressed in 1992 dollars by
applying the GNP Deflator to each year's nom nal anount.
Hurricane Bob in 1991 was the only major stormwhich occurred in
any of the years used in the averaging calculation. Al so, CW's
accounting system apparently did not track specific stormrelated
costs prior to 1987.

The Advocate Staff agrees that an adjustnent is
appropriate, but disagrees on the use of an inflation-adjusted
average. The Advocate Staff found that major stornms hit CVW' s
service territory on average about every seven years, and thus,
seven years of history would give a nore reliable estinate.
Because the Conpany did not have data for that period, the
Advocate Staff used a 6-year unadjusted average as a reasonabl e
surrogate. In addition, the Advocate Staff recommends that a
stormreserve account be established by the Conpany to recognize
that the anount included in rates may be significantly different
fromthe costs actually experienced by the Conpany.

The OPA recommends that the cal cul ati on be based
on a 10-year inflation adjusted average. Because data are only
avai l able for 6 years, OPA uses the relationship between storm
damage and total distribution repair over the 6 years for which
data is available in order to estimate the storm danage expense
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| evel for the four additional years used in its average. The
annual anounts are adjusted for inflation using the GDP Defl ator.

We find that the Advocate Staff's calculation is
t he nost appropriate of those presented. History seens to show
that a 7-year inflation adjusted average woul d be nobst
representative. However, because the data to cal cul ate such an
average are unavail able, the 6-year non-inflation-adjusted
nmet hodol ogy of the Advocate Staff is the nost reasonable
alternative. W see no reason to use the 10-year period used by
t he OPA when the actual average tinme between storns is closer to
7/ years.

VWiile we will not adopt the storm damage reserve
accounting as proposed by the Advocate Staff, this nay be the
type of expense for which a reserve is well suited. W invite
CVWP to examine the issue in a future proceeding.

We adopt the Distribution Storm Danmage adj ust nent
as proposed by the Advocate Staff.

15. NA #23. Benefits (ER P and Pensi on)

The purpose of this adjustnent is to adjust the
test year pension expense based on new actuarial projections and
to adjust the anortization of the Early Retirenment |ncentive
Program ("ERI P') costs to the |evel expected in the rate year.
The ERI P anortization period of four years began in July, 1991,
pursuant to an accounting Order issued by the Director of Finance
in Docket No. 91-063. In order to match the expected benefits
with the recognition of costs, a sumof-the-years-digits
anortization nmethod was prescribed. The Order noted that it was
addressing only the accounting aspects of the Conpany's request.
Furt her

The recovery of these costs nust be separately
addressed in a future ratemaki ng proceeding. |n any
future ratemaki ng case, the Conpany should, at the

m ni mum denonstrate that salary savings of a nagnitude
at | east equal to the costs which they would include in
t he revenue requirenent exist.

Order at p. 3; Docket No. 91-063; April 5, 1991.

It is quite clear that CVP had the responsibility
to live up to the language in the Order that required positive
denonstration of continuing savings. |In NO #23, the Conpany
proposed to reflect the reduction in the anmount of ERI P cost
anortization fromthe test year to the rate year. However, the
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Conmpany' s case presented no evidence that the benefits at | east
equal l ed the costs. The only such evidence cane in response to a
Staff data request (05-Staff-45, which was entered into the
record as part of CMP #22 Deposition of M. Catlin) which showed
that the payroll savings fromstill unfilled positions would
exceed the rate year expense. CMP's Brief argues that CWVP nust
be able to rely on Comm ssion accounting orders in order to be
able to defer these types of costs on its books, and the Order in
91- 063 gave CMP every expectation that it would be able to
recover prudently incurred costs. OCM asserts that it would be
unfair to deny the remaining recovery and cause CMP to incur a
wite-off of $2.4 mllion.

The Advocate Staff does not dispute the pension
portion of the proposed adjustnment. However, the Advocate Staff
recommends that no further ERIP anortization be all owed, because
the cunul ative program benefits (in the formof reduced payroll)
have al ready exceeded the costs. Thus, CWP has nore than fully
recovered its expenditure and any continuing amount reflected in
rates would only provide additional benefits to sharehol ders, not
rat epayers.

The OPA reconmends adj usting the test year pension
expense to reflect what the costs would have been had the revised
actuarial assunptions been in place during the test year. The
anount is based on an estimate provided in a data response. As
for the ERIP anortization, the OPA recomends that a 3-year
anortization period be used for the remai ning balance in order to
recogni ze that CVP may not have a new rate case by the time the
current anortization period is due to end in July, 1995.

VWiile it is clear that CW failed to provide in
its direct or rebuttal cases the kind of evidence required by the
Accounting Order in Docket No. 91-063, the Conpany was able to
enter evidence of ongoing benefits fromER P into the record
t hrough depositions. Wile we do not condone the approach used
by CMP, we believe the evidence does neet the requirenents of the
Accounting Order. No party disputed the accuracy of the offered
anal ysi s.

The evi dence provided by CWP showed that the
ongoi ng benefits (in the formof payroll savings) continue to
exceed the anortized expense of the ERIP. Thus, CWP has net the
criteria spelled out on the Accounting Order, and we will allow
the anortization of the deferral to continue as set forth in the
Accounting Order. Wile we are allowng this recovery, we rem nd
CWP that an accounting order in and of itself is not a sufficient
reason for recovering deferred expenses. The prudence of those
costs nmust be established when recovery is sought.
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CVWP's NO Adjustnent # 23 is accepted as proposed.

16. NO #24 & RB #11. Requl atory Assessnents

CWP proposes this adjustnent in order to recognize
two separate el enments of expense increase associated with
regul atory assessnents which fund the Conm ssion and the OPA
First, the Conpany seeks to adjust the test year expense to an
anount estimated for the rate year, based on the statute
currently in place which prescribes the total anpunt of funding
for the two agencies. In addition, CW seeks to recover over a
5-year anortization period costs associated with a 1991 anendnent
to the regulatory funding statute which provided a speci al
assessnent to utilities in order to reclass sonme Comm Ssion
funding fromthe State General Fund to the Regul atory Assessnent
Fund. CMP nakes reference to | anguage in the enacting statute
whi ch states that the costs are considered just and reasonabl e
for ratenmaki ng purposes. Conpany witness Dumais also cited
testinony provided by the Conm ssion Adm nistrative Director to
the Legislature prior to the Statute's enactnent, but the
testinony itself apparently is not part of this record.

The Advocate Staff accepts the part of the
adj ust nent whi ch increases the ongoi ng expense anount, but does
not accept the portion dealing with the recovery of the deferred
bal ances. The Advocate Staff points out that the statute
| anguage referred to by CVP has been a part of the |aw for many
years in the section dealing with the annual funding of the OPA
and PUC. The Advocate Staff argues that the Conpany had no basis
for unilaterally deferring the increased assessnent, absent
speci fic Conm ssion authorization to do so.

The OPA would allow only the test year anount of
assessnent as the ongoi ng expense level. Further, the OPA woul d
permt CMP to recover the anount of any bal ances deferred through
the end of the test year.

We find it very disturbing that we have cone upon
yet another case where the Conpany has chosen to defer costs at
its own discretion and informthe Conm ssion well after the fact
of deferral. W find nothing in the |anguage of the 1991 speci al
assessnment statute which says anything about deferral. This is
in contrast to the 1987 special assessnent statute for building
renovations. That statute specifically permtted anortization
with carrying costs provided that the utility filed a rate case
before January 1, 1990. The Conpany's reference to the "just and
reasonabl e” termnology in 8116 of Title 35-Ain no way justifies
its deferral of these costs. That |anguage sinply neans that any
utility is allowed to seek recovery of the assessed anbunt as
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part of its revenue requirenent, and the anount will not be
subject to a prudence review by the Comm ssion. However, the
expense has always been treated as any ot her ongoi ng cost, that
is, the test year anmount is included in rates unless a known and
measur abl e change is appropriate. A change in any single el ement
of a utility's cost structure is not a reason for the utility to
defer the increase on its own accord.

We accept the adjustnment to regul atory assessnents
as proposed by the Advocate Staff.

17. NO #25 & RB #12. Ener gy Conservati on

CMP proposes to recover energy managenent
expenditures using the sane nethod that the Comm ssion approved
in Docket No. 89-068. Under the stipulation approved by the
Comm ssion in that docket, energy nmanagenent expenses were
divided into three categories: (1) |abor expenses; (2) "hard"
costs; and (3) "other" costs. Labor expenses are the costs for
CMP' s personnel to carry out each energy managenent program and
are included in the Conpany's payroll expense. Simlar to other
operati ng expenses, CMP projects | abor expenses for the rate-
effective period and seeks to recover these expenses in rates.

Hard costs are those associated with purchasing or
installing demand si de managenent capital assets. The parties to
the Stipulation in Docket No. 89-068 agreed that hard costs woul d
be recovered over 10 years which represented the average |life of
a variety of energy managenent neasures. The Stipulation
required CVP to defer hard costs and associ ated carrying costs
until the next general rate case or until the Conmpany sought to
recover the costs under the Conmm ssion's Chapter 37, Conservation
Adjustnent for Electric Uilities.

"Qther" costs are administrative costs, except
| abor costs, associated with energy managenent progranms. CMP
projects the anount of other costs for the rate-effective period
and reconciles the projected costs with actual costs (plus
carrying costs) in the next general rate base case. The
Stipulation in Docket No. 89-068 did not guarantee that CMP woul d
automatically recover reconciled other costs. Under the
Sti pul ati on,

[t] he Conmpany agrees that, in the event that
t he Comm ssion finds any of these ["other"]
expenditures not to be cost-effective as
defined in Chapter 380, the Conpany wl|

wai ve any objections to disall owance on
grounds of unlawful retroactive
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ratemaking . . . . (Docket No. 89-068,
Decenber 29, 1989 Stip. at 6-7)

The Stipulation required that

the Conpany's next filing for a general rate
increase will docunent the continued Chapter
380 cost-effectiveness of each energy
managenent program and of its total energy
managenent expenses for which cost recovery
i s sought including costs not allocated to
specific progranms. (ld.)

The Conpany's "next general rate increase filing"
was Docket No. 90-076, CVP' s Proposed Increase in Rates. In
Docket No. 90-076, CMP docunented the cost effectiveness of its
ener gy managenent progranms. The Comm ssion's Order in that
Docket accepted the Conpany's proposed ratenaking treatnent of
deferred conservation costs and all owed CVP ongoi ng energy
managenent costs for 1990, adjusted for "known and neasurabl e
changes. "

Inits direct case in the current filing, CM
proposed to recover $19.9 nmillion over 10 years for "hard" costs
the Conpany incurred in 1991 and 1992, plus $2.1 nmillion in
carrying costs through Decenber 1993. CMP asked for an
additional $9.0 mllion for Power Partners Programcosts it
expected to incur during the rate year. The total adjustnent
reduces net operating income by $6.3 million and increases rate
base by $13.4 million.

Publ i ¢ Advocate w tness Knudsen recomended "t hat
the adjusted test year endi ng Decenber 1992 be the basis for the
revenue determ nation but that the Conm ssion recognize for
r at emaki ng purposes only those changes in 1993 up to the cl ose of
the record that are of a contractual or |egal nature.” M.
Knudsen did not judge the appropriateness of deferred costs but
proposed t he Conmm ssion anortize costs over a 15-year period as
opposed to a 10-year period. M. Knudsen recommended i ncreasing
the test year expenses by $1.4 million to reflect anortizing
"hard" costs over a 15-year period.

In his direct testinony, Advocate Staff w tness
Ber geron reconmended that the Conmm ssion not allow CMP to recover
deferred expendi tures and ongoi ng costs for several prograns that
he argues are (1) not cost effective, (2) do not result in direct
demand or energy savings, (3) have been effectively discontinued
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by the Conpany, or (4) have conpletion rates that do not natch
CWP' s requested | evel of recovery.

By the briefing stage of the current filing, CW
and the Advocate Staff had revised their positions several tines
with respect to the | evel of expenditures the Conm ssion should
allow in rates.

The Advocate Staff recommends that the Conm ssion
di sal l ow certain expenditures for the Conpany's DSM prograns.
The Advocate Staff found that in the current proceeding, the
Conmpany did not docunent the cost effectiveness of its energy
managenent prograns in its Chapter 120 filing or its direct case.
Therefore, the Advocate Staff relied on CVW's Fourth Quarter
Chapter 380 Reports for 1991 and 1992 to determ ne conpletion
rates, energy savings, and whether the Conpany was requesting
recovery of expenditures for progranms that are not cost
effective. Specifically, M. Bergeron reconmends that the
Commi ssion disallow a total of $64,361 for the Commercial Loan,
Good Cents |, Good Cents Il, Waldo County Pilot Project, and
Resi denti al Weatheri zation Prograns; deny $703, 153 in 1991 and
1992 deferred costs associated with the Commercial Audit and
Residential Audit Prograns; and increase the current |evel of
Power Partners Program expenses by $2.25 million (from $2. 44
mllion to $4.69 mllion).°® The net effect is a reduction in
CVWP' s request for ongoing costs of $1.76 million and a reduction
in the Conpany's requested recovery of deferred costs of $89, 385,
with a corresponding rate base reduction of $547,400, net of
deferred taxes.

Commercial Loan Program The Conpany's DSM
Quarterly Report and past CMP eval uations divide CW's Commerci al
and I ndustrial Retrofit Energy Managenment Program ("Retrofit
Progrant) into audit, |oan, and rebate conponents. According to
the Quarterly Report, the |oan conponent is not cost effective by
itself. The Advocate Staff recomends that the Conm ssion
di sal | ow recovery of the costs of the Commercial Loan Program
because the Conpany's Demand Side Quarterly Reports show a
benefit/cost ratio of less than "1" for this conponent of the
Retrofit Program However, CMP argues that conbining the | oan
programwi th the rebate conponents nmakes the overall program cost
effective.

The Conpany's Retrofit Programis, in essence, a
"one-stop” shopping DSM program It begins with an audit and may
i nclude | oans and rebates for various lighting and notor

® CWMP proposes to increase Power Partners ongoi ng other expenses
by $4.0 million (from%$2.4 nillion to $6.4 nillion) (CVP Response
to Oal Data Request No. 91)
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products. In 1992 and 1993 there has been little activity in the
| oan segnment of the Retrofit Programand CMP incurs little
expense in this area. |In fact, through June 1993, CWMP incurred
no expenses for the | oan program Al though the Conpany chooses
to track and report data by segnment, for practical purposes, the
conponents are not independent. CMP conducts an audit to
identify which nmeasures will reduce denmand or energy. The
Conpany then determnes if the custonmer nay benefit from CVP' s
rebate program |If not, CMP nay offer to help finance the
installation of neasures through its |oan program It does nake
sense to conbi ne the individual segnments into one program and
determ ne one overall cost/benefit ratio.

In past filings, the Comm ssion has encouraged
electric utilities to devel op "whol e- house" prograns and to use
"one-stop” shopping marketing techniques. In its May 15, 1991
Suppl emrental Order in Docket No. 90-076, the Conm ssion
criticized the Conpany for not enploying "one-stop” shopping for
its residential DSM prograns. W believe that CMP's Retrofit
Program uses both the "whol e-house"” and "one-stop "shoppi ng
systens. The Conmission will allow CVMP to continue to reflect in
rates its actual 1992 costs for the | oan program

&ood Cents | and Il Progranms. The Advocate Staff
recommends that the Conm ssion disallow all expenses associ at ed
with the Good Cents | and Il Progranms because the cost/benefit
ratios are .19 and .52 respectively.

The original Good Cents Program was established in
1985 through a Stipulation in Docket No. 85-212. At that tine,
t he Conpany's Good Cents standards greatly exceeded Maine State
Buil ding Standards. In late 1990, CVW's energy inpact eval uation
found that the Good Cents programwas no | onger cost effective.
In fact, it had a total program cost/benefit ratio of 0.19. I n
early 1991, the Conm ssion approved CMP's Good Cents Il filing.
The revised program had a total program cost/benefit ratio of 0.5
t hrough 1992.

CWP has al ways admi ni stered the Good Cents

Prograns as Chapter 380 prograns. The Conpany cal cul ated energy
savi ngs associated with installing energy efficient nmeasures and
reported cost/benefit ratios of less than "1" for this program
for 1991, 1992 and 1993. CMP argues that the Good Cents Program
is

wi dely recogni zed for inproving energy

efficient new residenti al

construction . . . [and provides] a "val uable

connection between CMP and the construction

industry in the State. Neither of these
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significant benefits is quantifiable in a way
that is recogni zed under Chapter 380. The
Comm ssion should reject the Staff's attenpt
to read out of Chapter 380 such

non- quantifiabl e benefits of energy
management prograns.

The parties to CMW's | ast base rate case raised
the issue of CWVP recovering expenses for its non-cost effective
Good Cents Progranms. The Advocate Staff believes that "CMP was
certainly on notice that parties object to recovery [of the Good
Cents Programj. . . . CMP now offers no support for their
recovery."”

The Comm ssion has traditionally allowed electric
utilities to choose for thensel ves which DSM prograns to
i npl ement as long as the prograns neet Chapter 380 tests. One of
t he advant ages of demand si de nanagenent prograns over supply
side prograns is the ease in which DSM prograns may be ranped-up
or ranped-down dependi ng on capacity and ot her needs. Maine may
have truly needed a Good Cents type programin 1985. However,
the Maine State Buil ding Standards are now nuch nore stringent.
VWiile we realize the Conpany's Good Cents |l Program uses
standards that are nore rigorous than Maine State Buil ding
St andards, the Good Cents Program has not been even close to
bei ng cost effective going back as far as 1990. The Conm ssion
isunwilling to approve recovery of any costs for 1991 and 1992
as well as ongoing costs for the Good Cents Program W do not
want to di scourage CMP from providing val uabl e education to new
home buil ders. However, the Conpany may provide this education
in the sanme manner as it does ot her non-Chapter 380 energy
servi ces.

The Commission is unwilling in the narrow context
of the Good Cents Programto grant CMP' s request to use
"non-quantifiabl e" Chapter 380 benefits to offset |ow
cost/benefit ratios. W are somewhat puzzled by CW' s request
because in the past, the Conpany has argued that the Conmm ssion
shoul d not consider "non-quantifiable" benefits for DSM prograns
when t he Conpany has requested perm ssion to suspend or cancel
progranms. However, we encourage CWP, and any other party, to
suggest how t he Comm ssion could use non-quantifiable benefits to
i nprove the m x of DSM prograns operated by electric utilities.

Wal do County Pilot Project. CWP terminated this
efficient lighting pilot after the Conpany "had determ ned that
other utilities in the region were proposing simlar tests which
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m ght render a separate research project redundant.” The
Advocate Staff's criticismof CWP's performance in this program
i s twofold:

1) We do not understand why the Conpany

proceeded as long as it did before abruptly

termnating the pilot. [and] 2) the Conpany

never filed an evaluation as required by

Chapter 380 for pilot programs. . . . [O]

expl ai ned how the pilot funds were spent or

justified their recovery.

The Advocate Staff reconmends disall owi ng
recovery of expenses for this Pilot because the Conpany did not
prove the costs were reasonabl e and prudent.

The Conmi ssion's Chapter 380 allows utilities to
operate pilot prograns w thout prior Conmm ssion approval.
Conpani es are required to submt evaluations for all pilot
progranms. CMP should have subm tted an eval uation for the Wl do
County Pilot Project or requested a waiver fromthe rule,
although it is possible that the cost of evaluating the program
woul d have outwei ghed the benefit of the evaluation. In
hi ndsi ght, the Conpany shoul d have requested a waiver of the rule
before it abandoned its plan to evaluate this Pilot. However, we
do not want to punish CWP for recognizing when it is appropriate
or nore efficient to discontinue a programrather than continuing
an unvi abl e one. Therefore, we wll allow CMP to recover the
$16, 694 t he Conpany spent on the Wal do Pil ot Program

Residential Watherization Program M. Bergeron
recomrends that the Comm ssion allow CMP to recover 1991 and 1992
deferred, hard and other costs for this program because nost of
t hese costs were incurred before the Conpany's Eval uation found
that the programwas not cost effective. However, the Advocate
Staff proposes that the Comm ssion renpove the test year |evel of
$25, 000 "ot her" expenses because there has been no activity in
this programsince md-1992. CM states that in February 1993
the Conpany filed revisions to its programthereby "expressing
its intent" to keep the programgoing in a cost effective manner.
Therefore, CWP recommends that the Comm ssion allow the Conpany
to continue test year |evel expenses.

CWP conpleted only 12 weat herization neasures in
1992 and none in 1993. W see no reason to allow the Conpany to
i ncl ude any amount in ongoing rates until CMP has an active
program The Conmi ssion disall ows ongoi ng expenses of $25, 152.
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Commercial Audit and Residential Audit Prograns.
The Advocate Staff maintains that CVP's Comercial and
Resi dential Audit Prograns should not be categorized as Chapter
380 energy conservation prograns because there are no direct
savi ngs associated with audits and CWP has never denonstrated
that audit prograns are cost effective. The Advocate Staff
argues that the Conm ssion should not permt CMP to recover 1991
and 1992 deferred costs. The Conpany clains that the audits are
used to determne eligibility and referral to other energy
managenent prograns. In its Reply Brief, CMP argues that

Staff does not say that these (audit) are not
legitimate costs, but says that CMP shoul d
not account for these costs as it does for
the costs of Chapter 380 Prograns. CMP does
not object to accounting for the audit
program costs respectively in a manner
different than that used for the costs of its
Chapter 380 prograns. However, both in the
Docket No. 89-68 Stipulation and in Docket
No. 90-076, the Comm ssion accepted CV' s
accounting and ratemaki ng treatnment of costs
related to the two audit prograns along with
the costs of Chapter 380 prograns.

Di sal | owi ng the $700, 000 of deferred audit
program costs for 1991 and 1992 w Il be

i nconsi stent with that precedent.
Furthernore, such treatnment will deprive CW
of recovery of legitimte costs that have not
been reflected in rates. The Conm ssion
shoul d not change the ratemnmaking treatnent of
t hese costs retroactively. (CMP Reply Bri ef
at 20)

W will allow CVWP to recover the deferred costs
for both the Comrercial and Residential Audit Prograns. Although
t he Conpany deferred these costs as part of its Chapter 380
program costs, CWP routinely conpletes other conmmercial and
residential audits, the costs of which are charged to managenent
projects for custoner services or other categories. W believe
it is reasonable for CW to conduct audits. However, the
Comm ssi on does not believe that an audit program by itself,
shoul d be included as a Chapter 380 program because there are no
di rect savings associated with audits and as a result, audits
w Il not be cost effective under Chapter 380. The Comm ssion
will allow CMP to recover the $703,000 in 1991 and 1992 deferred
hard costs. The Conpany shall account for ongoing costs using
the sane nethod as it does for customer services audits, and may
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defer future hard costs for review and recovery in its next base
rate case.

Power Partners Program CMP has two types of
Power Partners contracts with energy service conpanies. One type
requires the Conpany to pay the contractor up-front based on
expected energy savings. The expected savings is later
reconciled with neasured savings. Under the Stipulation in
Docket No. 89-068, CWP' s paynents are treated as deferred "hard"
costs and recovered over a 10-year peri od.

The second type of contract requires the Conpany
to pay the contractor annually for energy savings that are
measur ed t hroughout the contract period. In the instant case,
CVP proposes to treat this type of contract costs as reconcil able
"other" costs even though they do not match the definition of
"other"” costs as that termwas defined in the Docket No. 89-068
Sti pul ation.

In its direct case, CWP requested recovery of
$11.4 mllion in ongoing Power Partner expenses. Advocate Staff
W tness Bergeron questioned this |evel of expenses based on 1993
savings and conpletion rates. The Conpany |ater reduced its
request to $6.4 mllion after admtting that the original request
was based on the nobst optim stic scenarios which CVP did not
expect its contractors to neet. M. Bergeron's surrebuttal
testi mony recommended ongoi ng expenses of $4.7 mllion based on
Power Partner program actual energy savings through July 1993.

CWP "requests that the Conm ssion use CWP's
proj ected anounts because the projections are reasonable and
because actual non-deferred Power Partners anmounts are reconciled
with actual revenue. . . . CVMP believes that it is unwise to
create yet another deferral by artificially |owering projected
costs."

The Advocate Staff argues that because the
contractor paynments are

reconci |l able and CWP is under extrene rate
pressure right now, and the actual spending

| evel s are unknown and nost recently have
been underspent, the nost prudent course is

t he one recommended by Staff: allowinto
rates only projected paynents for those
installations that CWP reported were in place
by the close of the record. (Staff Reply
Brief at 12)
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The Advocate Staff al so agreed to accept CW' s
update of projections through the close of hearings. However,
CWP did not provide updated conpletion rates during the hearings
nor did the Conpany ask perm ssion to submt a late-filed
exhibit. The Conpany did attach a Power Partners conpletion
chart updated through Septenber 30, 1993 to its Brief.
(Attachnent B to CW Brief) The Conpany suggests "[a]t a
m ni mum the Comm ssion should adopt the |atest |evel of energy
savings in adjusting test year non-deferred Power Partners
anounts, a position supported by M. Bergeron."

The Advocate Staff asserts that its recommended
expense |l evel s are based on the nost recent figures available in
the record at the close of the hearings. It nmaintains that CVWP's
updated chart is not part of the record and that parties have not
had an opportunity to ask questions about the response.

The Advocate Staff presents strong evidence of the
specul ative nature of CVMP's Power Partners Program conpletion
rates and ongoi ng expenses. During the course of this case, CW
reduced its request for recovery of Power Partners ongoing

expenses by $5.0 million, or nore than a 40% reduction fromits
original request. CM' s updated conpletion chart is not part of
the record and the Conmission is unwilling to grant the Conpany's

request to adjust ongoing costs based on an exhibit that parties
have not had an opportunity to examne. W believe it is in the
ratepayers' best interests for the Conm ssion to be fiscally
conservative given the Conpany's history of underspending its DSM
budgets and CVMP's opportunity to reconcile Power Partners costs

at a later date. The Commission is willing to adjust test year
expenses for 1993 known and neasurabl e changes in the record at
the end of the hearings as recommended by the Advocate Staff. W
will allow CVWP to increase the ongoi ng Power Partners Program
costs from$2.4 million to $4.7 mllion

18. NO #26 & RB #13. Electric Lifeline Program
("ELP")

On four occasions during the instant proceeding,
CWP nodi fied the anount of ELP expenditures that the Conpany
wants to recover in ongoing rates. In its direct case, CWP asked
to recover over three years, its deferred ELP benefits and
adm ni strative costs through 1993, and to end the deferral
mechani sm for ELP expenses.

There are several legitimte reasons why CWP
continually revised its ELP adjustnent. First, the Conm ssion
had an open docket on the Conpany's Electric Lifeline Program



- 77 - Docket No. 92-345
fromJuly through Cctober 1993 and CMP did not know what changes
(and resulting costs) the Conmm ssion would order for the 1993/94
Program year. (Docket No. 93-156, Mdifications to Central Mine
Power Conpany's Electric Lifeline Programfor the 1993-94 Program
Year) Second, the Conpany's March 1993 direct case projected
estimated ELP benefits to calculate 1993 and ongoi ng ELP expense
| evel s. By Cctober, CWP could nore accurately cal culate 1993 ELP
expenses and project ongoi ng ELP benefit |evels.

a. ELP Benefits

CMP now seeks to recover $5.6 mllion in
deferred ELP credits (plus carrying costs) through Decenber 1993.
CWP wants to recover these deferred expenses, plus carrying
charges, over five years.

The Conpany requests that the Conmm ssion
allowit to collect $4.45 million in ongoing costs for ELP
benefit expenses based on the Comm ssion's final order in Docket
No. 93-156 that authorized the Conpany to spend $4.45 nillion in
ELP benefits for the 1993/94 Program Year (Order at page 36).

Al t hough the Conmm ssion's final order in the ELP proceedi ng was
not issued until after the record closed in Docket No. 92-345,

t he Conpany believes that the Conm ssion can allow it to recover
expected increases in ELP benefit |evels as a known and
measur abl e change to the test year expenses. CM points out

[t]he Comm ssion's Rules state that the

Comm ssion may take official notice of facts
of which judicial notice could be taken.
Commi ssi on Rul es, Chapter 110, § 927.

Because Comm ssion approval of an ELP
program [sic] effective through at |east the
first ten nonths of the rate effective year,

i s an undi sputed adjudicative fact, the
Comm ssi on should take official notice of
that fact. (CWP Brief at 82-83)

The Advocate Staff agrees with CVP' s request

to recover $5.56 mllion in deferred ELP benefits over five
years. |t does not support CMP adjusting ongoing rates by $4.45
mllion to recover annual ELP benefits. The Advocate Staff
recommends that the Conm ssion allow the Conpany to recover $4.08
mllion in ongoing rates, which is the anobunt CVP expects to

spend for ELP benefits in 1993. The Advocate Staff naintains
that the Comm ssion's decision in Docket No. 93-156 was reached
after the record closed in Docket No. 92-345 and ". . . after any
party was able to discuss the possible inplications of that
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decision on the record in this case.” (Staff Reply brief at 16)
Furthernore, the Advocate Staff believes that the Conm ssion
authorized $4.45 million, but did not nandate that CMP spend
$4.45 mllion. The Conpany has not spent its authorized amount
for the ELP in the first two years of the program and the
Advocate Staff believes that the $4.45 million figure is
specul ati ve.

The Conmm ssion agrees that CVP has not spent
its authorized ELP benefit |evel since ELP began in January 1992.
However, with the changes the Comm ssion authorized in Docket No.
93- 156, we do expect the Conpany to approach its authorized $4. 45
mllion benefit level for the 1993/ 94 ELP program year. There
are generally sone del ays when new prograns are inplenented. The
ELP is now entering its third year thus reducing the
adm ni strative delays and uncertainties that the ELP faced in the
first year or two. |In addition, the Comm ssion approved a tine
limt for the Comunity Action Program Agencies ("CAPs") and CWP
to trade and process ELP enrollnment information. (Order in Docket
No. 93-156 at 11) These changes will allow CVP to operate the
ELP nore efficiently and increase the |ikelihood that the Conpany
wi || approach its authorized spending levels. CM has al so

suggested that the Comm ssion will send an "undesirabl e nessage”
if it disallows ELP expenditures. W believe it is reasonable to
allow CVMP to recover the $5.56 million in deferred ELP benefits

and adjust ongoing rates by $4.4 million for ELP benefits.
However, we direct the Conpany to establish an ELP reserve
account to protect CMP and its ratepayers agai nst significant
vari ances between the authorized ELP expense | evels included in
rates and actual program costs.

CWP shoul d design the ELP reserve account to
account automatically for any differences between the revenues
received fromratepayers to fund the reserve (e.g., the $4.4
mllion authorized above) and the ambunt expended for ELP
benefits. The Conpany shoul d not include adm nistrative costs or
savings in the ELP Reserve Account. Any reserve surplus would be
treated as a deduction fromrate base in future rate cases. The

Comm ssion will add net reserve deficiencies, if any, to the rate
base in future rates. |In the future, assumng that traditiona
rate-of-return regulation is used, this deferred account will be

collected in rates, subject to the standard prudence review, as
an addition to rate base and subject to depreciation over twelve
mont hs. Thereafter, expenditures that exceed or fall short of
the deferred account will be added to or deleted fromrate base
in a subsequent rate case. In future rate cases or other
proceedi ngs, the appropriate reserve accrual based on normalized
ELP benefits will be reexam ned taking into consideration the
reserve bal ance and actual program benefit experience.
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b. Admi ni strative Expenses

The Company i ncl uded $879, 000 in deferred
adm ni strative expenses in its |latest revenue requirenent
calculation. CMP wants to recover these deferred expenses, plus
carrying charges, over five years. The Conpany al so adjusted its
revenue requirenment by $358,000 to reflect ongoi ng annual
adm ni strative expenses for the Electric Lifeline Program

The Advocate Staff does not believe that CW
is entitled to recover any deferred adm ni strative expenses nor
col | ect ongoi ng adm ni strative expenses in rates:

The Conmi ssion's Order in Docket No. 91-151-C
all owed CMP to defer and seek recovery of
incremental administrative and benefit
expenses, but stated: "Recovery of deferred
expenses will be contingent upon the Conpany
proving that the costs were prudently
incurred and that the Conmpany has accurately
tracked savings generated by the Electric
Lifeline Program™ (January 10, 1992 Order
at 10) CM's only analysis of savings
generated by ELP appears in the Conpany's
July 28, 1993 Inpact Evaluation. The Staff
identified certain defects in the eval uation
that . . . probably resulted in an

under statenent of savings. Even so, the
eval uation found that the nonetary val ue of
savi ngs produced by the Programduring its
first year of operation were about $300, 000.
.o CWP has never sought to update its
request for recovery of ELP expenses to
account for docunmented savings . . . [and]
Bar bara Al exander's Suppl enental Testi nony
expl ains how this should result in an
elimnation of both deferred and ongoi ng

adm ni strative expenses associated with ELP
(Staff Brief at 60-61)

The Conpany does not dispute that there are
adm ni strative savings associated with the ELP. CWMP beli eves,
however, that the savings are significantly | ess than the annual
$54 per recipient savings found by the Advocate Staff. The
Conmpany argues that nost of the savings identified by the
Advocate Staff is from ELP custoners nmaki ng nore paynents. CW
bel i eves that the net savings from custoners maki ng nore paynents
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is the elimnation of $4 a year in carrying costs. The Conpany
identified an additional $8 in reduced credit and coll ection
costs. Therefore, CWP believes that the ELP produces a $12 net
annual savings per recipient. CW uses this $12 to calculate a
$160, 000 total savings fromthe start of the ELP through Decenber
1993 and a projected savings of $115,000 for the rate effective
year.

The Advocate Staff clains that CVP never
acknow edged or cal cul ated net ELP costs until after M.
Al exander subm tted suppl enental surrebuttal testinony on
Septenber 16, 1993. The Advocate Staff does not support CWVP' s
cal culation of savings it included in the Conmpany's brief.

The basis of this [ELP savings] cal cul ation
is not obvious. The Conpany purports to
calculate an estimte for the proposed
ongoi ng increnental admnistrative costs to
reflect savings in excess of test year

| evel s. These calculations are not in the
record and not reflected in the Conpany's

| at est update for its revenue requirenent
needs in this case, CVMP ex. 65." (Reply Brief
at 17) The Advocacy Staff recommends "[t]he
Comm ssion should reject these late-filed
attenpts to change the Conpany's request in
this case and should therefore adopt the
Staff's proposal."

The Conmi ssion's ELP review case, Docket

No. 93-156 did not explicitly define adm nistrative cost
categories nor did the case determ ne reasonabl e adm nistrative
cost levels. On Novenber 9, 1993, the Conm ssion opened Docket
No. 93-289, Inquiry into Data Gathering and Reporting Relating to
Low I ncome Prograns for Residential Electric Ratepayers. One of
the goal s of Docket No. 93-289 is to identify adm nistrative cost
categories and levels of adm nistrative expenses. Ooviously, the

Conmi ssion's decision in Docket No. 93-289 will not be made in
time to help us decide adm nistrative cost issues in this
proceeding. In the neantinme, it is reasonable to allow CW to

recover admnistrative costs, |ess savings that have been
identified as part of the record.

As the Advocate Staff points out, the
Comm ssion's January 10, 1992 Order in Docket No. 91-151-C
required the Conmpany to justify adm nistrative expenses for the
ELP. The Advocate Staff presented strong evidence in the instant
proceedi ng that the Comm ssion should not allow CVP to recover
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any adm ni strative expenses because the Conpany failed to
docunent adm ni strative savings. However, the Comm ssion is
reluctant to disallow legitimate adm ni strative expenses in |ight
of our concurrent proceeding in the | owincone cases. (Docket No.
93-289).

We believe there is sufficient evidence in
the record in the instant proceeding to support at |least a $12
per customer per year savings fromELP. W are also able to
identify the nunber of customers enrolled in ELP in 1992 and
1993. Advocate Staff w tness Al exander testified (and was cross
exam ned) on her testinony that ELP enrollment is expected to
equal 9,000 recipients during the third and subsequent program
years. For the 1991/92 program year, CWVP enrolled al nost 6, 000
custoners in ELP. (Cctober 1, 1992 Summary of Decision and O der
in Docket No. 91-151-C) Applying the mni mum of $12 savi ngs per
customer, there would have been $180, 000 total savings for 1992
and 1993, and expected ongoi ng savings of at |east $108,000 a
year. Therefore, we will reduce CW's deferred adm nistrative
expenses from $879, 000 to $699, 000 and allow CVMP to recover
$250, 000 a year for ongoing adm nistrative ELP expenses.

19. NO #27 & RB #14. Special | nconme Taxes

The Conpany includes in this proposed adjustnent
several itens which affect the cal culation of current and
deferred i ncone tax expense and the associ ated deferred tax
bal ances. The itens included by CVP are:

1. elimnation of the 10% State | nconme Tax Surcharge,

2. recognition of deferred taxes on tax timng
di fferences, and

3. recovery of additional tax and interest anmounts
fromtax years 1984 to 1987, deferred pursuant to
the Stipulation accepted by the Commi ssion in
Docket No. 89-068.

The Docket No. 89-068 Stipulation allowed the
Conmpany to defer and seek | ater recovery of any additional taxes
and interest paid when the IRS conpleted its exam nation of CVWP's
tax filings. Because these final tax determ nations usually
occur several years after the actual filing of the return, the
Conmpany received perm ssion in the Docket No. 89-068 Stipul ation
to defer the anobunts in order to allow the Conpany to be
conpensat ed should any of its positions (which CMP described as
"aggressive") be overturned by the IRS. The Conpany clains that
by taking such aggressive approaches (within legal limts), it is
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able to lower its incone taxes, which is beneficial to
ratepayers. Additionally, CVMP states that it would be a
cunber sone and tedi ous task to prove that each individual
contested item provided a direct benefit to ratepayers.

The Advocate Staff accepts the first two itens
contained in the proposed adjustnent, but recommends that the
Commi ssion disallow recovery of any anounts deferred by CMP under
the 89-068 Stipulation terns. The Advocate Staff believes that
CWP has not shown that ratepayers actually received any benefits
fromtax positions taken on the Conpany's returns. Further, the
Stipulation did not guarantee recovery of any anounts, it nerely
al l oned the Conpany to ask for recovery in a future case.

Because all anounts contained in CMW's proposed
adj ustnent were recorded prior to the end of the test year, the
OPA accepts the adjustnment w thout comrent.

Wil e the Advocate Staff argument contains much
merit, we find that CMP has presented sufficient reasons for
allowing it to recover anounts related to "after-the-fact” tax
adj ustnments nmade by the IRS. Ratepayers do get sone benefits
fromCW' s tax positions, directly when included as part of test
year revenue requirenents, and indirectly by del aying the need
for the Conpany to seek rate increases. CMP has no way of
knowi ng what its ultimate tax liability m ght be when it files
its tax return, so we find it reasonable for the Conpany to have
sone nethod for recovering the increased tax and interest
anount s.

W will allow the Conpany to receive revenue
requi renment recognition for the increased tax amounts which it
deferred pursuant to the 89-068 Stipulation. However, because
this type of expense is likely to recur on a fairly regular basis
(with the anmounts being subject to wide variations) in the
future, we wll allow the amount to be included as a
normali zation item rather than as a deferral and anortization.
Because the Conpany was allowed to defer recovery of this type of
expense, and because the proposed recovery period is
approxi mately equal to the nunber of years of tax returns
i nvolved, we will increase CMP's revenue requirenment by an anount
equi valent to the inpact of the deferred anmount as though it
continued in rate base. However, the deferral will not be
included in rate base, nor will it be anortized to recoverable
expenses. We will recognize the rate year rate base effect (as
if the unanortized deferral were allowed in rates) as an addition
to the Conpany's proposed adjustnent. This return on the "asset"”
wll be at the overall cost of capital adjusted for tax effects.



- 83 - Docket No. 92-345
CVP' s proposed revised Adjustnent # 27 seeks to
i ncrease test year net operating inconme by $614,000. W wll
reduce that increase by $33,000 to account for the inputed
recovery on the anount deferred.

20. NO #28 & RB #15. Reacqui red Debt and MIN Fees

In this adjustnment CWP reflects the change in the
anortization expense fromtest year to rate year of the costs
associated wth the reacquisition (i.e., retirenment) of certain
of its debt instrunments, which were replaced by | ower cost
issues. Inits final updated filing, CVMP reflected the effects
of its reacquisition of Series Mand N of its nortgage bonds.

The Advocate Staff and OPA both accept the
adj ust nent, except again, the OPA did not update its anmounts to
reflect those showmm by CWP in its final filing.

We accept CMP's proposed adjustnment for reacquired
debt and MIN fees as shown on CMP 65.

21. NA #29 & RB #16. M scell aneous Adj ustnents

CVP proposes this adjustnment in order to recognize
t he consequences of 9 relatively small itenms. Each of the
i ndi vi dual amounts fell beneath CMP' s sel f-decl ared $500, 000
m ni mum t hreshol d, but the itens were apparently considered
significant enough to include as a group. The itenms which CW
i ncl udes are:

1. anortization of Libbey buyout costs

2. renmoval of effect of obsolete inventory wite-off
3. removal of conpleted Bates anortization

4. renmoval of conpleted U ban Forestry study

anortization

5. removal of effects of 1992 earnings limt as
i nposed i n Docket No. 90-085

6. elimnation of 1991 hydro structural cost deferra
7. recogni ze anortization of managenent audit costs
8. adj ust test year level of line clearance costs to

ongoi ng | evel, and
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9. removal of costs associated with selling forner
president's house.

Bot h the Advocate Staff and OPA accept the
adj ustnents as proposed by CWP. However, both of them as well
as the Navy, recomend additional adjustnents to CMP's test year
results. W accept the 9 m scel |l aneous adjustnents as proposed
by CMP. We will address each of the proposed adjustnents
i ndi vi dual |y.

Li ne O earance Costs

The Advocate Staff and the OPA both recomend a
downward adjustnent to |ine clearance costs due to the passage of
L.D. 1041, which nmakes it easier for CMP to gain permssion for
trimmng trees in the public ways. Both use the sane $200, 000
cost savings estimate provided by CM. Apparently, CMP does not
contest this adjustnent, and we will recognize the estimated cost
savi ngs.

Costs of Selling Enpl oyees Forner Residences

As shown above, CWP elimnated fromthe test year the
cost of selling the forner president's house. The Advocate
Staff, the OPA and the Navy all recommend that all other test
year costs related to selling of enpl oyee residences shoul d be
elimnated. CMP has supposedly discontinued its policy of
pur chasi ng and reselling the houses of transferred enpl oyees. W
note that the OPA anobunt shown for this adjustnent includes the
entire test year expense. Apparently, OPA failed to notice that
CWP renoved the cost of the fornmer president's residence from
test year at Rebuttal. Although the amount is snmall (about
$39, 000 of expense) it is a proper adjustnent and is included in
our revenue requirenment cal cul ation.

Sever ance Paynents

The Advocate Staff and the Navy reconmend that al
severance paynents nade to enpl oyees during the test year be
el i m nat ed, because the Conpany has not reflected any adjustnent
to elimnate additional positions during the test year. The
anounts used by the Advocate Staff and Navy differ slightly, due
to Navy's classification of sone of the costs as capital. It is
not clear why this would occur, so we accept the adjustnent as
proposed by the Advocate Staff.

Research and Devel opnent
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Both the Advocate Staff and OPA call for elimnation of
all research and devel opnent spendi ng outside of EPRI and EEIl.
The amounts used by the parties are slightly different. The OPA
uses a higher anmobunt based on a data response that seened to
descri be the 1993 budget, not test year actual. The Advocate
Staff and the OPA argue that R & Dis a discretionary type of
spendi ng that should be cut back during tough econom c tines.

CWP states that cutting back on R & D woul d be
short-sighted and counter-productive in the long run. Al so,
elimnating this spending could jeopardize sone col |l aborative
projects with EPRI. The Advocate Staff clainms this is only a
smal | amount of CWP's total. Further, CWP points out that NARUC
has encouraged utilities to spend nore on R & D to search for
i nproved efficiencies on both the demand and the supply side.

Wil e we recogni ze that R & D expenditures are
di scretionary, we wll not make the adjustnent proposed by the
Advocate Staff and OPA. CWMP s managers shoul d make di scretionary
spendi ng decisions. R & D spending can yield nmany | ong-term
rewards, provided it is spent w sely.
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Enpl oyee | ncentive Prograns

OPA calls for the elimnation of all costs associ ated
with the enpl oyee incentive programand with the non-union
enpl oyee savi ngs and i nvestnent plan, because of the difficult
econom c situation faced by CWP and its ratepayers. The poor job
mar ket shoul d be incentive enough for people to do the work
expected of them |Incentives are not needed. Further, OPA
argues that the savings and investnent plan is just an expensive
perk that shoul d be cancell ed.

CWP responds that the incentive and savi ngs prograns
are discretionary managenent tools that help the Conpany to hire
and retain quality enployees. Also, these itens are only a piece
of the overall conpensation package, and the entire package nust
be exam ned before any disall owance can be nade.

Here again, we will defer to nmanagenent to determ ne
the manner in which it chooses to spend a reasonabl e | evel of
conpensation dollars. CMP may well decide that, in order to neet
the |l evel of overall efficiency that we have decided, it nust
revise its approach to conpensation. W wll not, however, tel
CWP precisely the manner in which it nust achi eve those
ef ficiencies.

NO #30 Depreciation

Thi s adj ustnment was reserved by CVP, but not used.

NO #31 Pole Attachnent Revenue

CMP and the Advocate Staff address the issue in their
attrition studies.

OPA does not discuss the issue inits Brief, but shows
an adjustnent to the Conpany's revenue requirenent in its Net
Operating Incone Exhibit. The net operating incone reduction of
$211,000 first appeared in the surrebuttal testinony of M.
Knudsen, but had no explanation with it.

We discuss the issue in our attrition analysis.

NO #32 Federal Tax Rate Change

CWP used this adjustnent to reflect the effect of the
federal tax rate change on the test year unadjusted results. The
Conmpany cal cul at ed each individual adjustnment at the new 35%
rate. The Advocate Staff accepts the Conpany's proposed anount.
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OPA accepted the adjustnent, but again, the anobunt used
was taken from CW' s rebuttal filing, not the Conpany's final
proposal. The anount used by OPA was an estimte provided by
CWP, which was refined after the close of hearings. W further
note that each of OPA' s individual adjustnments was cal cul ated at
the old federal tax rate, so that a recal cul ati on woul d be
necessary if we were to accept any of OPA's proposed adjustnents.

Addi ti onal M scel | aneous Adj ustnents

1. Nor mal i ze Uncol | ecti bl e Expense

The Advocate Staff and the OPA both recommend t hat
a 5-year average rate be used to adjust the Conpany's test year
uncol | ecti bl e expense anmount. The Advocate Staff's adjustnent
uses a 5-year average of net wite-offs to electric revenues, as
shown by CVMP in its response to 01-Staff-22, while the OPA bases
its calculation on CVMP' s response to 12-Staff-44. The response
relied on by OPA purports to show revenue and uncol |l ectible
expense. The revenue and expense anounts differ on the two data
responses.

The Advocate Staff points out that averaging
met hods have been used in past cases to determ ne the
uncol | ecti bl e expense. CMP does not dispute that, but says the
years used by the Advocate Staff and OPA are not appropri ate,
because future years are likely to be significantly different.

W wi il accept the 5-year averagi ng net hod
recommended by the Advocate Staff. W have no reason to doubt
the validity of the use of an average, and CVMP has provi ded no
evidence as to why the years used by the Advocate Staff and the
OPA are inappropriate for projecting the future. W are sonmewhat
di sturbed that CVMP woul d provi de what appear to be inconsistent
responses to simlar requests for information. At a mninum CM
should fully explain the source of the nunbers. The revenue from
0l1-Staff-22 seenms to equal that shown on CMP's 1992 FERC form 1,
while the uncollectible expense fromthe FERC report ties to that
shown in 12-Staff-44. In any event, we will use the
uncol | ecti bl e expense adj ustnent as proposed by the Advocate
Staff.

2. EElI Public Relations & M scell aneous Advertising

The Advocate Staff reconmends that a snal
addi tional anmount of the Conpany's EEI dues be disall owed as
pronoti onal advertising. The Conpany has already recorded 25% of
its EEl dues below the line, but the Advocate Staff believes an
addi ti onal 6% should al so receive belowthe-line treatnent. Navy
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al so recommends this adjustnent. The expense anount is about
$25, 000.

Even though the amount is small, all public
rel ati ons types of expenses should not be recovered from
rat epayers, and we accept the Advocate Staff adjustnent.

The Advocate Staff and Navy al so recomrend t hat
approxi mately $28, 000 of the Conpany's own advertising expenses
shoul d be recorded below the Iine, because the itens were of an
institutional nature.

CWP does not deny the assertion, but did not make
t he adjustnent of the small amount involved. As with the EE
public relations expense, we will accept the adjustnent in spite
of the small dollar val ue.

3. EEl & EPRI Dues

As a cost contai nnent neasure, OPA recommends t hat
CW's EPRI and EElI dues be disallowed conpletely. The total
amount of expense is about $2.4 million. OPA argues that
custoners are struggling, as CMP was during the Seabrook era, and
shoul d not have to pay for EPRI and EElI perfornmed research.

CWVP responds that nenbership in EEl and EPR
provi des val uable information, products and service to the
Conmpany, which in turn can be used to benefit ratepayers.
Di sconti nui ng nmenbershi p woul d be short-sighted, as nmuch research
woul d be | ost.

Wil e we agree that CMP shoul d be taking al
reasonabl e nmeasures to control its costs, we will not disallow
the costs of EPRI and EEI dues. While nenbership has, at tines,
been suspended in the past, the Conpany has justified its
decision to remain a nenber of these organizations. This is one
nmore exanple of a discretionary expense which we will not tel
t he Conpany to abandon. Rather, we expect the Conpany officers
to exercise their judgnent after weighing the costs and benefits.

4. Di saster Recovery Pl an

OPA recomends that the test year spending on the
di saster recovery plan be elimnated as a non-recurring expense.
CWP says the magnitude is relatively small, and other ongoing
projects will be undertaken by the same group of enpl oyees during
the rate year.
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The Conpany's claimthat other ongoing projects
W Il occur during the rate year seens plausible to us, and we
decline to make the OPA proposed adj ustnent.

5. Nucl ear Qutage Nornmli zation

OPA recomrends that refueling outage costs at
CVMP' s nucl ear plants other than M ne Yankee shoul d be tracked
and normalized as is done at MY. COPA clains that this would save
about $350, 000 in expenses.

CWP says that outage costs are not tracked
separately at the other nuclear plants in which it has a part
ownership. Because of CW's small share in the plants, it doubts
it could convince the other owners to incur the additional
expense involved. Also, a type of normalization occurs anyway,
because the plants tend to have shutdowns at various tines.
Finally, CMP argues that OPA has incorrectly calcul ated the
proposed adjustnment, and if it were properly cal cul ated, the
adj ustnment would result in an increase to expense.

W w Il not adopt this adjustnent.

6. Anprti zati ons

OPA bel i eves that CMP has reduced its comm tnent
to DSM whi ch was one of the key parts to the Seabrook settl enent
in Docket No. 84-120. |In response the Comm ssion should | engthen
the recovery period for the remaining anortizations by 5 years,
so that full recovery would not occur until June 7, 2000.
According to the OPA cal culations, this nodification would
increase CMP's net operating incone by $1.692 mllion and
i ncrease rate base by the sanme anount.

We share the OPA's concern about the Conpany's
commtnment to DSM prograns. However, we have encouraged the
Conmpany to spend its noney cost effectively, and the recent
decline in avoi ded costs suggests that the Conpany is follow ng a
reasonabl e course with regard to DSM OPA has not convi nced us
that CVP has reduced its commtnent to cost-effective DSM
Further, on a present val ue basis spreading out recovery shoul d
be about equal to keeping the current anortization schedule. W
therefore decline to nake the OPA proposed adj ustnent.

7. Low Level Radi oactive Wiaste

OPA argues that CWP's share of Mai ne Yankee's
expense for low | evel radioactive waste ("LLRW) should be
di sal | oned, because the future costs are uncertain. OPA argues
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that the Texas conpact has many uncertainties before it becones
effective, and MY"s future costs are specul ati ve.

Since the tine of the OPA Brief, voters in Mine
have approved the agreenment with Texas to send Maine's LLRW
there. This is only the first step in the process, but it is a
significant one. Further, if the conpact had been rejected, M
still needs a place to send its LLRW It seens reasonably
certain that there will be some future expenses associated with
this problem \Wile we decline the OPA proposed adjustnent, we
will further address the issue in the attrition analysis, which
is where the Advocate Staff and CMP have discussed it.
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8. Retired VP of Human Resources

The Navy recomrends that an adjustnent be nmade to
recogni ze the fact that the Conpany's VP of Hunan Resources
retired during the test year, and there are no plans to refill
the position. The anmount of expense for the test year is about
$49, 000.

CWP says that the amount is small. Wiile that is
correct, we will adopt the adjustnment as proposed by the Navy.

9. Per sonal use of Conpany Cars by CMP Executives and
Board of Directors Pension Pl an

Navy argues that the costs incurred by CWP for the
personal use of Conpany cars should be disall owed, because it is
an expensive perk that should be elimnated as an unnecessary
expense. The test year expense was about $62, 500.

Navy al so recommends that the expenses incurred to
provi de pension plans for nmenbers of the Board of Directors
shoul d be disall owed, because the Board serves the interest of
sharehol ders, and the nmenbers are |ikely to have sufficient
pensi on coverage fromtheir primary enployer. The test year
amount of expense was about $44, 000.

Again, we believe it is a matter of Conpany
discretion as to how it conpensates it officers and board
menbers, and we nust | ook at the entire conpensati on package
provided in order to determne its reasonabl eness. The only
evi dence we have concerning officer and board nenber conpensati on
cones fromthe managenent audit, which indicates that, in
general, both officers and board nenbers are reasonably
conpensat ed when conpared to their peers at other utilities.

Thus, we decline to adopt the conpensation adjustnments as
proposed by Navy.

10. M1lstone 111 Deconm Ssi oni ng

By Order in Docket No. 90-012-03, dated August 1,
1991, the Departnment of Public Utility Control of the State of
Connecticut, acting pursuant to Connecticut |aw (the
Deconmi ssi oni ng Fi nanci ng Act of 1983,) established the costs of
deconmi ssioning MIIstone Il to be $332,506, 254 (in 1991
dollars.) CMP, as a 2.5%owner, is responsible for $8, 312, 656.
Pursuant to that same August 1 Order, CMP is required under
Connecticut |law to make nonthly paynments to the M1l stone |1
decomi ssi oni ng fund of $18,497 or an annual anount of $221, 964.



- 92 - Docket No. 92-345

We find that the cost of decomm ssioning and the
resul ti ng deconmm ssi oning funding required by the proper
Connecticut authority is a reasonabl e expense for ratenaking
purposes. As the $221,964 was paid during the test year and no
adj ust rent has been nmade to that expense, the MIIstone I
deconm ssi oni ng expense is therefore included in CVP's rates that
we set today. Finally, we accept the after tax rate of return of
6.5%for the MIlstone Il deconm ssioning fund set by the
Connecticut DPUC i s reasonabl e, because that rate of return is
approxi mately equal to the deconm ssioni ng escal ati on.

D. Concl usion: Adjusted Test Year Results

Havi ng exam ned each of the individual adjustnents to
the test year as proposed by any of the parties, we find that the
adj usted test year results indicate that CVMP requires a retai
revenue increase. The details of that analysis our shown on
Order Exhibits 1-13.

The adj usted test year now becones the starting point
for our attrition analysis which foll ows.

VI1. ATTRI TI ON ADJUSTMENTS ANALYSI S

In this section we exam ne each of the areas of the
attrition analysis as presented by the parties. W have
previ ously di scussed our overall perspective on attrition (at
VI.B.). W nowwll |ook at the details of the issue.

Sal es For ecast

CWP' s short-term forecast of total kwh sales (February 1993
Update) is devel oped as a sum of six separate forecasts done for
di stinct custoner classes (not rate classes). These custoner
cl asses and the forecast results for 1993, 1994 (the rate year),
and 1995 are given in our table FORECAST RESULTS (below). The
| ndustrial class is divided into "Paper" and "All O her"
categories, and separate forecasts are done for each

CWP devel ops a nunber of incidental forecasts as well, for
use as inputs in its custonmer class forecasts, or for other
purposes in its rate case. These include custoner forecasts, a
price forecast, a heating degree day forecast, a primary electric
space heating saturation ratio forecast, and also a rate cl ass
sal es forecast for use in the attrition analysis (found in
Dunai s's Attrition testinony).

Most of these forecasts use econonetric regression nodels, a
few use other statistical techniques, and the Paper Industry
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forecast uses specific information about past and expected sal es,
equi pnent changes, and simlar information provided to CVP by
every customer in that class.

CWP consi ders the Miine econony to be the principal driver
of its sales. Its econonetric nodels typically include such
econoni ¢ vari ables as Maine per capita incone, US gross donestic
product, and Mai ne enploynent in various categories. Price,
heati ng degree days, and various other variables are al so used
where appropri ate.

A sinplified typical procedure for econonetric forecasts,
simlar to the one used by CWP, would be as foll ows:

1. Devel op an equation expressing the forecast variable
(kwh sal es) as a function of a nunber of explanatory
vari abl es. The explanatory vari abl es sel ected should be
known to be related to the forecast variable on the
basi s of econom cs or some other relevant theory.

2. obtain historical data giving val ues of the forecast
and explanatory variables (usually on a quarterly
basi s) .

3. Cal cul ate coefficients that enable the equation to best

produce val ues of the forecast variable as a function
of val ues of the explanatory vari abl es.

4. bt ai n i ndependently forecasted val ues of the
expl anatory variables for the forecast period (say,
1994), insert these into the equation, and cal cul ate
the value for the forecast vari able.

CWVP obtains historical and forecasted values for its
expl anatory variables, and historical values for its forecast
variable, froma variety of sources. These include its own
records, DRI, Inc. (an econom c information service), and NOAA
weat her dat a.

An interesting feature of CVP's forecast nethodology is its
treatment of kwh savings due to DSM CMP keeps records in its
Chapter 380 Quarterly Reports of estinmated kwh savings due to its
DSM progranms. I n developing a sales forecast it adds accumul at ed
DSM kwh savings to actual kwh sales, and then forecasts a kwh
nunber that represents sales plus cunul ati ve DSM savi ngs. It
t hen subtracts expected accunul ated DSM kwh savings fromthe
forecasted kwh nunber, to obtain its forecast of actual sales.
Because the scale and character of CVWP's DSM prograns nmay vary
wi dely fromyear to year, with corresponding variations in
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achi eved | oad reductions, this procedure allows the forecast to
reflect the DSM conponent of both historic and projected | oads.

It should be noted that the expected accunul ated DSM savi ngs
subtracted out at the |last stage of this procedure to obtain the
forecast of actual sales consists of accunul ated historical DSM
savi ngs plus CVW' s pl anned DSM program savi ngs for the upcom ng
forecast period. The accuracy of the sales forecast thus depends
on whet her DSM prograns are inplenented as pl anned.
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FORECAST RESULTS ( MAH)
(with annual % change)
Cust omrer C ass 1992 (Actual) 1993 1994 1995
Resi denti al 2,989, 402 2,968, 769 2,965,078 2,931, 407
-0.7% -0.1% -1.1%
Commer ci al 2,365, 896 2,411, 283 2,432,886 2,508, 288
+1. 9% +0. 9% +3. 1%
Industrial (Total) 3,672,098 3,702,296 3, 819, 201 3, 846, 008
+0. 8% +3. 2% +0. 7%
Paper 2,440, 858 2,444,504 2,529,547 2,535, 487
+0. 1% +3. 5% +0. 2%
Al O her 1, 231, 240 1,257,792 1, 289, 654 1, 310, 521
+2. 2% +2. 5% +1. 6%
Li ghting 35,581 35,112 34, 419 33,594
-1.3% -2.0% -2.4%
Whol esal e 118,678 121, 515 124, 983 127,748
+2. 4% +2. 9% +2. 2%
TOTAL 9, 181, 655 9, 238, 975 9, 376, 567 9, 447, 045
+0. 6% +1. 5% +0. 8%
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CMP's Direct Testinony

CWP presented its sales forecast, described above, in its March
1, 1993, prefiled testinony of Laurie Lachance. Ms. Lachance
provi des extensive docunentation of CM' s forecast nethodol ogy,
inputs, and results. She al so supplenents her testinony with a
di scussion of the Maine and US econonies. She al so discusses
three forecast issues raised by the Conmssion inits Oder in
CWP' s last rate case, Docket No. 90-076. These issues concern
how heati ng degree days for the forecast period are to be
forecast; what to use as a price of electricity input variable
for the forecast period when the size of the rate increase for
that period has yet to be decided (CMP proposed using 60% of the
requested increase); and how kwh savings from DSM are handl ed in
the forecast (CMP' s proposal is described above in our Overview).
These issues will be discussed briefly bel ow

Staff's Direct Testinony

The Advocate Staff presented testinony on the econom c outl ook
by Dr. Janes Breece, a Maine econom st, and by Dr. John Stutz on
CWP' s forecast. Breece expressed cautious optim sm about the
Mai ne econony, at the sane tine stressing the unusually many
uncertainties it faces. He exam ned CVMP' s econom c inputs and
made a nunber of recomendations, including the devel opnent of
hi gh and | ow case scenarios to study forecast uncertainty. 1In
general, Dr. Breece characterized CW's approach as "fine." He
stated that economc trends nay be nore favorable than those
reflected in CVMP s input data and reconmended updating the
forecast wwth nore current input data.

Dr. Stutz also characterized CV's equations and genera
approach to forecasting as reasonable, at the sanme tinme providing
a nunber of criticisns concerning detail. He argued for a nunber
of upward adjustnents, which taken together increase the forecast
by 38,000 mwh and increase attrition year revenue by about $2

mllion. (It is our understanding, based on Dr. Stutz'
Surrebuttal Testinony and Staff's Brief, that the Advocate Staff
is no longer requesting these adjustnents. Therefore we will not

di scuss themin detail here.) Dr. Stutz recomrended that 55%
rat her than 60% of the requested rate increase be used for the
forecast and expressed general approval of CVP' s handling of kwh
savings due to DSM He also argued that CMW's el ectric heat
saturation variable assunmed too precipitous a decline. Like Dr.
Breece, he recommends updating the forecast.

CMP's Rebuttal Testinony
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CWP di d obtain updated econom c data and used these to cal cul ate
i npacts of the changes on sales and revenues. CM found these to
be smal|l and offsetting, anmounting to a net revenue effect of
only -$425,6000. Because the changes are small, and in order to
reduce confusion, CWP did not update its forecast. CM believes
that its original forecast, submtted wwth its Direct Testinony,
remai ns the best and recomrends that the Commi ssion adopt it.
(An updated forecast, if adopted by the Conm ssion, would
i ncrease CMP's revenue requirenment by $425,000.) CM prepared a
tabl e conparing old and new econom ¢ data, which shows that nost
val ues did not change very nuch and that the upturn in the Mine
econony anticipated by the Advocate Staff's wi tnesses did not
materialize.
As suggested by Dr. Breece, CMP devel oped | ow and high growh
scenarios to study forecast uncertainty. Using the forecast as a
base case, the low growh scenario results in a $36 mllion
revenue | oss. The high growth case results in a $10 mllion
revenue gain.

CWP pointed out that its planned DSM for 1993 and 1994 had
decreased overall. |If these changes were incorporated into the
forecast (they were not), estimted sales would therefore

i ncrease and the Conpany's revenue requirenent woul d decrease by
$1.8 million. (This anpbunt is not included in the $425, 000

ef fect mentioned above.)

CWP presented data fromits recently conpleted 1993 Residenti al
Energy Survey (and earlier surveys) attenpting to nmeasure fuel
conversion anong residential space and hot water heating
custoners. This data showed a primary electric heat saturation
rate of 7% as of January, 1993. This figure is |ower than that
assunmed in the forecast, which counters Dr. Stutz' claimthat the
forecast assunmes too precipitous a decline in primary electric
heat custoners. The Survey al so showed | osses of hot water heat
cust oners.

CWP al so presented a conparison of forecasted and actual sales
for the first six nonths of 1993. Residential sales were 3.8%

| ess than forecasted, Commercial sales 3.5% I ess than forecasted,
Paper Industry Sales 2.3%greater than forecasted, and All O her
| ndustry sales .4% | ess than forecasted. Total sales were 1.7%
| ess than forecasted. CMP explained that actual sales should be
adj usted upwards by .8% to account for fewer than nornmal neter
readi ng days.

CWP cl ainmed that the forecast errors in the Industrial classes
can be expl ai ned by tenporary unusual behavi or of one custoner in
each class. The Conpany said that its nodels could not explain
overforecasting in the Residential and Comrercial classes (other
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than .8% due to fewer days). It attributes the error to |oss of
space and water heating load in both classes that its nodels do
not capture.

CVWP' s general positionis that its sales in the rate year wll
not reach forecasted | evels and that revenue projections are
therefore overstated. The risk of forecast error is al nost
entirely dowmside in CW's view In fact, as we di scussed
earlier, in his surrebuttal testinmony, Dr. Silknman found the CWP
| ow growt h scenario as overstated, and further adjusted for |ower
sales to come up with his likely scenario.

Staff's Surrebuttal Testi nony

Dr. Breece updated his testinony on the Maine econony, pointing
out that in fact it had weakened since the tinme he prepared his
direct testinony. He continues to hold that the Mii ne econony
tracks the national economny, which is grow ng, though nore slowy
t han expected. Therefore he remains cautiously optimstic about
t he Mai ne econony.

Based on CM's Rebuttal testinony, especially its updated inputs
and data concerning forecast error for the first half of 1993,
Dr. Stutz changes his position on the CMP forecast. The

di fference between forecasted and actual sales are significant
and | ead to strong reservations about CMP' s data and about the

ability of its nodels to explain actual sales. "lIndeed, we now
| ack reliable estimtes of the nost fundanental data, such as the
nunber of year-round residential custoners in 1993." He sees no

basis for CMP' s approach to attrition (to be di scussed bel ow),
whi ch depends on the claimthat its forecast is unlikely to be
exceeded. If the Comm ssion does adopt CMP's forecast it should
increase it by the anobunt of CWP' s pl anned reduction in DSM

Dr. Stutz clainms that the "inputs to the CWP forecast have
changed in every area."” |In particular, he raises questions about
the revised productivity index (used for the All O her Industrial
class forecast). The "revised data" is very different and shows
a decline during 1993 and 1994 that does not appear in the
original. This decline is inplausible, because M ne
productivity growth woul d be expected to track gromh in US GDP
DRI's explanation of its new productivity index (38-Staff-21) is
unsati sfactory.

He also criticizes CVWP's 1993 Residential Energy Survey. |Its
data show i npl ausi bl e changes in the nunbers of different types
of custoner. The difficulties lie in sanpling problens, caused
by the use of "systematic sanpling” and by non-response bi as.
The Surveys are the source of CMP's data on | oss of space and
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wat er heating | oad, which underlie the Conpany's explanation of
why its sales are less than forecast. The Surveys are "at best
suspect and likely unreliable.”

Dr. Stutz finds CM' s scenario analysis to be specul ative and of
little real value. It shares all of the weaknesses of CWP's
nodel s and nmakes assunptions that are arbitrary and asymetri cal
bet ween hi gh and | ow cases.

The Advocate Staff reviews the econonetric standards articul ated
by the Conmission in CVW's | ast rate case (Docket No. 90-076) and
in the Exam ners Report in Docket No. 90-010 (the last BHE rate
case). The Advocate Staff asserts that CMP's forecast fails on
at least the first 90-010 standard, the reasonabl eness of the
econonm ¢ theory underlying the nodel. In large part this
conclusion is driven by the differences between forecasted and
actual sales for the first six nonths of 1993 (87).

Also inportant is the "high | evel of uncertainty inherent in any
econonetric forecast," which bl ossoned during the proceeding,
"essentially swallowi ng whole the Conpany's forecasting efforts.™
The Advocate Staff presents Table B, describing the differences
bet ween CMP' s forecast and actual sales year to date.

TABLE B
CLASS ACTUAL | FORECAST | DI FFERENCE | ERROR
Resi dent i al -4.6% -0. 8% -3.8% -82. 6%
Conmer ci al -0. 7% 2. 8% -3.5% - 500. 0%
Paper 1 ndustry 3.6% 1.3% 2.3% 63. 9%
Al O her 1.1% 1.5% -0.4% -36. 4%
| ndustri al
TOTAL SALES -0. 7% 1. 0% -1. 7% -242. 8%

This Table is based on a simlar table in CVW's Rebuttal
Testinmony, except that the Advocate Staff adds the |ast col um,
which is intended to bring out the size of CW's forecast errors.
Since the nodel is intended to be causal, its failure to forecast
accurately indicates specification error in the nodel's
vari ables. Specification error here is failure to correctly
nodel the causes of CMP's sales. This indicates that the nodel
cannot be based on reasonabl e underlyi ng econom c theory, and
thus fails to nmeet one of the Conm ssion's econonetric standards.
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The Advocate Staff also criticizes CMW's reliance on the
findings of its 1993 Residential Survey. This Survey is
"fundanental ly flawed," because CMP does not have "direct

i nformation” on space and water heating saturation, but instead
estimated it fromits Surveys, which are plagued by sanpling
problens. First, the sanple is not random because it sanpled
only every nth custoner ("systematic sanpling”). Second, the
sanple is not geographically representative. Third, there may be
serious non-response bias. Finally, "the | ogic behind that
sanpling method is inconprehensible.” The Advocate Staff points
out problens over the changes in the nunbers of certain types of
custoners reported in the Surveys. The Survey is so flawed, the
Advocate Staff argues, that "no cal cul ations that are based on
its results can be relied on." The Advocate Staff also points
out that CMP has no data which support its hypothesis of |oss of
heating load in the Conmercial class.

Concerning CVMP' s scenario analysis, the Advocate Staff believes
that the $36 million downside variation and the $10 mllion
upsi de variation understate the uncertainty in the forecast.

I n di scussing confidence intervals as a neasure of forecast
uncertainty, the Advocate Staff argues that a confidence interva
for Total Sal es should incorporate confidence intervals for al
the individual rate class forecasts. Wen this is done the
interval is +/- 8.3% It should also incorporate "error

vari ance" for the ten or nore independent variables. This
increases the interval by a factor (conservatively) of 1.4. The
resulting "true confidence interval" is +/- 11.6%

The Advocate Staff reconmmends that the Conm ssion conpletely
reject CMP's sales forecast, at |least as a necessary tool in an
attrition adjustnment. No attrition award shoul d be based on such
an unreliable forecast. The forecast is just too uncertain,
judged by its failure to track sales year to date. 1In the
alternative, the Advocate Staff urges the Comm ssion to
incorporate into the forecast CV' s reduced DSM as recomrended
by Dr. Stutz. The OPA supports the Advocate Staff's position on
t he forecast.

CVW' s Brief

In its brief, CWP enphasizes its claimthat it is unlikely to
attain forecasted sales levels during the rate year. The Conpany
asserts that the Advocate Staff and OPA have been unable to
refute this. It points out that Dr. Stutz admitted that
shortfalls in 1993 will inpact 1994. The scenario anal ysis shows
t hat downside forecast error is four tines as likely as upside
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error. CMP asserts that it has convincingly shown that its
forecast will not be exceeded and can therefore reasonably be
used to determne an attrition all owance.

Anal ysi s

The Advocate Staff's critique of CVP' s forecast centers on its
failure to predict sales accurately during the first six nonths
of 1993. We will first ask how serious are these errors? One
way to gauge this would be to examine CVMP' s history of forecast
errors. Exhibit Lachance 2 gives the followi ng 15 year history.
(The error shown is the difference between the total sales
forecasted in the Fall of the previous year and the sal es
actual ly achieved.)

YEAR ERROR
1978 +0. 4%
1979 +2. 1%
1980 +3. 1%
1981 -0. 9%
1982 -0. 7%
1983 -4.3%
1984 -3. 2%
1985 +1. 0%
1986 -1. 5%
1987 0. 0%
1988 -1. 3%
1989 +1. 3%
1990 +0. 8%
1991 +0. 8%
1992 +2.2%

CWP clainms to have explained the errors in its Industrial class
forecasts, as well as .8%of the overforecast for the Residential
and Comrercial classes. This |eaves an unexpl ai ned error of
-3.0%in the Residential forecast and -2.7% in the Commerci al
class. (The Advocate Staff does not acknow edge expl ained error
inits discussion of its Table B.)

CWP's forecast errors range fromzero to 4.3% in magnitude, with
1. 6% as average magni tude of error. Average error, taking sign
into account, is zero for the 15-year period. The forecast
adopted by this Comm ssion for 1991 in CVW's | ast rate case was
9.713 billion mvh. Actual sales were 9.175, for an error +6.7%
CW's largest error in fifteen years was far snaller.

G ven this perspective, unexplained errors of 3.0%and 2. 7%
while larger than the average of 1.6% are probably within the
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range of the normal for CWP electricity sales forecasts. They
certainly do not indicate anything grossly am ss.

Anot her approach to gaugi ng the magnitude of these errors is to
conpare themto the confidence intervals for the forecast. CW's
response to ODR-023 provides data that can be used to construct
these intervals. Table 6 (first page) shows the | ower bound of a
95% interval for 1993 residential sales as 2,821,907. Table 6
(second page) shows the upper bound as 3,123,631. The
residential forecast for 1993 is 2,968,769. This anobunts to a
+5. 2% upper bound and a -4.9% | ower bound. (Asymetry is due to
the log formof the forecast variable.) A simlar procedure for
commercial sales |leads to a +5.4% upper bound and a -6.8% | ower
bound. Errors of 3.0% and 2. 7% are well within these 95%
confidence intervals. Fromthis perspective they do not seem
extrenme, and in fact are not even statistically significant at
this confidence level. The Advocate Staff's "true" confidence
intervals would be larger by a factor of 1.4. The nore success
the Advocate Staff has in increasing forecast uncertainty by

wi deni ng confidence intervals, the weaker its argunent becones
that these errors show that CMP's nodel has broken down.

The Advocate Staff argues that the errors in CW's forecast show
that it has broken down, fails to nodel the causes of CW's

sal es, and cannot be relied on for any purposes. CMP, on the

ot her hand, thinks that the errors can be explained by | oss of

sal es to space and water heating custoners in the residential and
commer ci al cl asses.

The Conpany's forecast history, shown above, displays a trend of
overforecasting 1989-1992, with a fairly large overforecast in
1992. The Conpany has been concerned about | oss of heating | oad
for several years, and has attenpted to partially account for it
inits current forecast by adding an electric heating saturation
variable. It is also developing Residential Survey tools for
measuring | oss of space and water heating load in the residential
class. It has data which support the hypothesis of |oss of water
heating load in this class. It has not yet devel oped survey
instruments to nmeasure this phenonmenon in the Commercial class.
The hypothesis that it is occurring, however, is supported by
many |letters and the testinony of Commrercial customers in this
case, as well as by both common sense and econom c theory. CMP
shoul d attenpt to neasure and nodel |oss of heating load in both
cl asses, as well as attenpt to capture price sensitivity of other
kinds and in all classes.

CWP' s forecasting nethodol ogy has evol ved over a period of years
in response to criticismfromthis Conm ssion, to suggestions
from many expert consultants, and in response to the Conpany's
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own insights and anal ytical needs. |Its forecast history, shown
above, displays a trend towards inproved accuracy, and the
accuracy of recent forecasts shows that the Conpany's nodel s have
performed adequately in representing the economc forces at work
inits markets. Such things do not change entirely overnight.

It is wong to conclude that because the forecast has not been
entirely accurate, keeping in mnd what we have said about the
size of these errors, that the nodel has broken down entirely.
There is a nore reasonabl e explanation, with nuch support in this
record. Besides the causes that CVP has been nodelling with sone
success, there are new forces at work in its market which its
nodel s do not capture, at |east not yet. The effects of |ong

termprice elasticity manifest thenselves in loss of load. It is
commonly held that short-termprice elasticity is |low for
electricity. In the longer term custoners have the opportunity

to take note of the alternatives and change their appliance
stock. Five years of price increases is a |ong enough period for
such adjustnments to be nade, such as |loss of heating |oad, not to
mention potential |oss of |arge customers.

CwP, as it knows and is beginning to do, will have to neasure
and nodel these nmanifestations of long-termprice elasticity to
restore the accuracy of its forecasting. This will involve
adding to and refining the existing nodels in an evol utionary
process.

CWP has argued that because its nodels do not capture | oss of

| oad they will alnost certainly overforecast for the rate year.
An attrition allowance based on this forecast, according to CMP,
wi |l understate the amobunt of attrition. The Advocate Staff

believes that CMW's forecast is too unreliable to be used at al
for attrition. The issue is really whether forecast errors using
CW's nodel will be random (the Advocate Staff's position), or
whet her they will be systematically biased (CM's position). W
concl ude, based on the above analysis of the status of CW's
nodel s and recogni zing that this involves sonme exercise of
judgment, that it is substantially nore likely that CVP' s current
nodel s have a systematic bias towards a hi gher forecast than that
their forecasts wll be randomw th respect to actual sales.

They will not forecast accurately, but they can still function as
a guide. Like a conpass which points to magnetic north as guide
to true north (in Maine the difference is 17 degrees, alnost 10%
of the largest possible error), a biased forecast instrunent can
be useful. In this instance, it is reasonably safe to assune
that CVWP's forecast for 1994 will not be exceeded by actual

sal es.
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The appropriate standards for econonetric forecasts in attrition
are the recogni zed professional standards for econonetrics in
general. W have begun to articulate these in the Order for
Docket No. 90-076 and in the Exam ners Report for Docket No.
90-010. These include: plausible theoretical bases for suggested
I i nkages; a nodel that satisfies professional standards of
statistical inference; reasonabl eness of underlying economc

t heory; effective use of econonetric nethods and tests; and the
proficiency and objectivity of the forecaster.

We believe that CVWP' s forecast neets these standards. The

| i nkages anong its variables are plausible theoretically, and it
nmeets recogni zed standards of inference. These standards are
such things as good R’s, good t statistics, acceptable

di agnostics, use of quality inputs such as DRI's, and so on.
When the Advocate Staff's witnesses in their direct testinony
expressed general approval of CMP's approach they were

acknow edging that CM's nodels and its use of them neet these
standards. However, a nodel that has captured the causes can
falter if a new causal force occurs. The renedy is to | ook for
new expl anat ory vari abl es.

Certain coments on Dr. Stutz's surrebuttal testinony are
warranted. He states that CWP | acks reliable estimtes of the
nost fundanmental data, including the nunber of year-round
custoners, and that CMP' s inputs have changed in every area. 1In
fact CVWP' s inputs have not changed at all. |Its reconmmendation
was that the Conm ssion adopt the Conpany's forecast as filed in
the direct case, before any updated variables were avail abl e.
CVWP' s revised DSM pl ans are the only change of which we are
aware. Concerns about the reliability of the updated inputs are
not relevant to the old forecast. They are perhaps exaggerated
as well. Year-round custoners is not a forecast variable at all.
Dr. Stutz is correct that there are sone problens with this
nunber, as wll be discussed below. O the others, Dr. Stutz
guestions only two, the new productivity index and the electric
heat saturation index. (To the extent that it depends on the
Surveys, it appears that CWP did not update this variable).

Dr. Stutz notes that values of the new productivity index are
quite different fromthe old index. |In addition, it shows a
decline in 1993 and 1994 that does not appear in the old index.
The Advocate Staff finds these differences problematic and

anonmal ous. The change in productivity index is discussed in
CVWP' s response to 38-Staff-21, which is a DRI docunent explaining
nmet hodol ogy. DRI has rebased its regional indices from1973 to
1987, and has al so made sone ot her "m nor nethodol ogi cal
refinements,” all in order to make its regional indices nore
consistent with its national indices. The index in question is
used as an independent variable in the All OQher Industrial class
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forecast. It is constructed by dividing a Maine State Industrial
Production Index (with SIC 26 - paper - renoved) by M ne Total
Manuf act uri ng Enpl oynent (with SIC 26 renoved). Wen CW

i ntroduced the new i ndex as an update from DRI, the Conpany in

ef fect changed this independent variable. The All OQher class
forecast should not be updated using the new i ndex when the
nodel ' s coefficients were estimated using the old index. Either
an update of the old index should be used to update the forecast,
or a new nodel should be estimated using historical values of the
new i ndex. 1In its next forecast CWP should attend to any

i nconsi stenci es or confusion caused by the change in this

i ndependent vari abl e.

In Lachance's rebuttal testinony, CWVMP displays the revenue

i npacts of updating various variables. |If the inpact of the
productivity index change were renoved (because the conputation
is mstaken in principle, as just discussed) the net revenue

di fference between the original and updated forecasts is reduced
to only $85,000 (from $425,000). Since an update of the old

i ndex would very likely have been close to the original val ue of
the old index (rather than very different, as was the new i ndex),
it is likely that a properly cal cul ated net inpact wuld be close
to $85,000. Al told, this provides several reasons for staying
with the original forecast.

Concerning the electric heat saturation variable, Dr. Stutz
argued that CMP assuned too precipitous a defection of electric
heat custonmers. M. Lachance argued that based on a 7%
saturation ratio as of January, 1993, discovered in the Conpany's
1993 Residential Energy Survey, CWMP s assuned rate of defection
was actually too slow. The Advocate Staff made nmany criticisnms
of the Survey, generally focusing on sanpling problens, which
becane evi dent when the nunber of year-round custoners reported
in Tabl e One of Lachance Ex. 10 was exam ned. (These nunber were
357,881 for the 1989 Survey, 418,385 for 1992, and 346, 565 for
the 1993 Survey.)

In its response to 38-Staff-29, CWP explains that the 1992

nunber is probably too high, because its sanple of year round
custonmers was obtained in a manner that overstated their
proportion in the entire population. Therefore the nunbers of
custoners in various categories in Table One fromyear to year
cannot be conpared. CM believes, however, that the sanples of
year-round custoners are representative, so that percentages such
as for Primary Electric Heat, are statistically valid. The 7%
nunber in question is one of these. On its face, this account
seens adequat e.

The Advocate Staff raises many ot her objections to the sanpling
nmet hodol ogy of CWMP's Surveys. First, the sanple is not random
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or may be biased, because of the use of "every nth" systematic
sanpling. Second, the sanple is not geographically
representative. Third, there may be non-response bias. Fourth,

t he net hodol ogy's logic is "inconprehensible.” It is also clained
that the confidence interval for the electric heat saturation
ratio is large (+/-8.1%, and that the Surveys are so flawed that
no cal cul ati ons based on them can be relied on.

W will comment on these argunents. First, we believe that
systematic sanpling can be acceptable. The difficulties with
systemati c sanpling which can cause bias occur when patterns are
built into the data because of sonme peculiarity of how the

i ndi vi dual s were nunbered. W have no indication of such a
pattern here. Second and third, geographic representativeness
and non-response bias are legitimte concerns, although there is
probably no way of determning fromthis record how serious any
resulting problens may be. Fourth, characterizing CW's
responses to data requests as "inconprehensible" seens
exaggerated. Concerning the confidence interval for electric
heat saturation (the 7% nunber that figures in CW's defense of
its forecast assunptions), since CVWP knew fromearlier surveys
about what this percentage would be, it could correctly have used
.1 and .9 as values of P and Q rather than .5 and .5, to conpute
the interval (38-Staff-39). This would have decreased the

interval by a factor of .09/.25, or .36. It could also have
further reduced the interval by choosing a | ower confidence
level. Despite the flaws in the Surveys, it remains possible

that some nunbers in themare reliable. Nevertheless, the
Surveys clearly have sanpling problens. CMP should revisit them
in the light of the Advocate Staff's criticisnms to determ ne what
findi ngs nust be abandoned or qualified, as well as what can
stand. (It seens possible that the 7%electric heat saturation
ratio woul d stand.)

Concerning CVWP' s scenari o anal yses, we believe that Dr. Stutz is
correct in pointing out that these results share any flaws in
CWP' s nodels, and that the rationales for the scenario
assunptions are unclear or arbitrary. Dr. Silkman's alternative
scenari o appears to be nuch better in this regard, since his
assunptions actually correct sone of the defects in CVW's nodel
as recogni zed by the Conpany. These defects are failure to nodel
price sensitivity and | oss of |oad, and assum ng the |oss of only
one large custonmer. W are unsure whether the Advocate Staff's
claimthat the scenarios understate forecast uncertainty is

correct. In some ways they clarify the nature and financi al
magni tude of the downside risk of forecast error. W consider
the scenarios to be useful. 1In the future an attenpt should be

made to provide a better foundation for their assunptions.
(I'ncidentally, we point out that CMP's argunent in its Brief that
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t he scenarios show that overforecasting is four tines as likely
as underforecasting is mstaken. It confuses financial magnitude
of the risks with probability of occurrence. There is no

i nformati on about probability in the scenario anal yses.)

Turning to three forecasting issues raised in our Order in
Docket No. 90-076, we find that CVWP' s procedure for forecasting
HDDs, naki ng use of a 15-year noving average, is reasonable and
based on an appropriate study. W agree with Dr. Stutz that
CVWP' s treatnment of kwh savings due to DSMis reasonabl e.

Consi stent application of this nethodol ogy, however, requires
that CWP adjust its recomended forecast to reflect its revised
pl anned DSM activity for 1993 and 1994. W have performed this
revision in the table bel ow (based on our Forecast Results table,
above, and Lachance Ex. 15). Concerning the nethod for
forecasting price of electricity, we know of no good solution at
this time. It is very difficult to predict what part of a rate
i ncrease request will be granted, and recent averages may be a
particularly poor predictor. Dr. Stutz recommends 55% based on
a "broader historical consideration.” This may have sone nerit.
CWP has used 60%in developing its forecast. It would have been
better if CMP had used 57% as cal cul ated in Lachance Ex. 5.
Based on the price sensitivity anal yses in Lachance Ex. 12, we
conclude that the revenue inpacts of these differences are
negligible. 1In the interests of admnistrative efficiency CMP' s
use of 60% may st and.
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FORECAST RESULTS (MAH), with annual percentage change.
(with adjustment for reduced DSM

Cust omrer O ass 1992 (Actual) 1993 1994
Resi denti al 2,989, 402 2,966, 032 2,963, 650
-0.8% -0.1%
Conmrer ci al 2, 365, 896 2,425,132 2,460, 926
+2. 5% +1. 5%
I ndustrial (Total) 3,672,098 3,699, 423 3,821,988
+0. 7% +3. 3%
Paper 2,440, 858 2,444,504 2,529,547
+0. 1% +3. 5%
Al O her 1,231, 240 1,254,919 1,292,441
+1. 9% +3. 0%
Li ghti ng 35,581 35,112 34,419
-1.3% -2.0%
Whol esal e 118,678 121, 515 124,983
+2. 4% +2. 9%
TOTAL 9, 181, 655 9, 247,214 9, 405, 966

+0. 7% +1. 7%
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A Pol e Rental Revenue

The expected amobunt of pole attachment revenue for the rate
year is subject to dispute between the Advocate Staff and CWVP.
CWP enploys a trended growth rate of 6% which it says reflects
the anticipated growh in nunber of attachnments and in renta
rates. The Advocate Staff uses a growh rate of 8% which
represents the average trend rate from 1988 t hrough 1992.

Nei ther party attenpted to include the expected effects of the
recently conpleted Pole Attachnment Rule (Chapter 880) in its

proj ections because they clained the final rule was published too
|ate for themto anal yze.

| deal |y, the projection of pole rental revenues woul d have
taken into account the effects of the new rule. Because no one
has done so in this proceeding, we will use the Advocate Staff's
projected level, as it is based on known historic trends, rather
than rely on untested assunptions.

B. Pur chased Power Capacity

The vast majority of this expense is related to the Yankee
nucl ear units, with Mii ne Yankee being the |argest conponent.
CWP used the latest My forecast as its rate year projected

anount. In order to reflect nornalization of outage costs, CWP
uses the My forecast of the 1995 outage costs. Because the
19-nmonth period for normalizing the 1993 costs will end in

February 1994, M. Dunais used 10 nonths of the projected 1995
costs along with the 2 nonths of the 1993 costs in order to
arrive at his total rate year projection. The Conpany originally
proposed to shorten the anortization period to 18 nonths, but
after reconsideration, decided that 19 nonths was nore
representative of the time between outages. For its share of |ow
| evel waste disposal ("LLWD') costs, CWP used the 1993 budget
increased by 5.5% (3% inflation, plus 2.5%real growth). The
conbi nati on of these projections produced an annualized MY growth
rate of 8.3% which, when conbined with other Yankee unit
projections, results in an overall purchased power growh rate of
6. 6% per year.

The Advocate Staff witness Catlin proposed several
adjustnents to the My projections, but accepted those for the
ot her Yankee units. First, M. Catlin used only the costs of the
1993 outage in his normalization cal culation based on his belief
that these costs are the best estinate of what the next outage
w Il cost and al so because the anortization period of the 1993
out age shoul d continue through the time of conpletion of the 1995
outage. In addition, Catlin reduced CM's projection for |ow
| evel waste disposal fees by estimating CMP's share of these
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costs at $21 million and assum ng that My woul d seek recovery
over the remaining life of its license, which runs through 2008.
This results in an annual charge of about $1.5 million. Finally,

M. Catlin estimated non-outage rel ated expenses by using a 2.5%
real growmh rate (5.5% nomnal growth with inflation considered),
but assum ng a 3. 3% budget underspendi ng, as occurred in 1992.
Finally, as in the Advocate Staff's test year analysis, the costs
of the MYEIC are renoved fromthe total expense |evel

We believe the Advocate Staff's estinmate of the non-outage
related costs is a nore realistic forecast, given MY"s history of
underspending its own budgets. Also, the Advocate Staff
projection of the LLW costs seens to based on a reasonabl e
assunption regarding the expected future costs for disposal.
Finally, having accepted the renoval of MYEIC costs fromthe test
year, we will make the sanme adjustnment to the rate year

As for the nornmalization adjustnent, we find that CWP has
provi ded the correct nethodol ogy, and we will adopt it. Because
the normalization accounting process began between the tinme of
refuel i ng outages, by necessity the 19-nonth period for book
anortizations expires between outages. Thus, a new anortization
period nust begin prior to the outage's actually occurring.
Wil e we have sone reservations about MY's cost projection for
the 1995 schedul ed outage, we will accept it. W direct CWP to
propose a nethod at its next rate case to synchroni ze the
19-nmonth anortization periods with the timng of the actual
out ages.

C. OQher O& M

CWP first renoved certain costs which had al ready been
adjusted to rate year levels in the test year analysis. M.
Dumai s then escal ated the remai ning costs at a 3. 7% annual rate,
consisting of 2.5%for inflation and 1.2% custoner growth. From
this total, the Conmpany subtracted $1.151 mllion for
productivity inprovenents related to specific prograns and $1. 284
mllion to recognize identifiable savings fromthe managenent
audit. CMP believes that these anounts are realistic projections
of their actual achievable cost reductions.

For the Advocate Staff, M. Catlin followed essentially the
same procedure as M. Dumais did for CW. M. Catlin started
with his adjusted test year O&M expense anmount and deduct ed
certain itenms which were already projected to their rate year
levels. In addition to the separately quantified expenses of M.
Dunmai s, Catlin projects uncollectible costs according to the
5-year average calculated in the test year analysis, and he hol ds
wheel ing costs at their test year |evel, based on estinates
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provi ded by CMP. After deducting the separately cal cul ated
itens, M. Catlin applies a growh rate of 2.5% per year as a
reflection of inflation. M. Catlin argues that any increase in
custoner growth should be nmet through productivity inprovenents.
Rat her than limt the productivity inprovenent target to specific
progranms, M. Catlin believes that CMP' s ongoi ng cost contai nnment
efforts should be able to neet any growth in the nunber of
cust oners.

I n addition, the Advocate Staff recomends that $17 million
in potential cost savings identified in the managenent audit
shoul d be recogni zed as a rate year reduction to other Q&M
Wil e the managenent audit is discussed in greater detai
el sewhere in this report, the gist of the Advocate Staff's
contention is that the audit focused on four specific areas of
the Conpany's operation and identified a range of potenti al
savings. The $17 mllion is a reasonable target for CW. Al so,
if the potential savings are not recognized in rates at this
time, any savings which CMP is able to achieve fromthe audit
recommendations will benefit sharehol ders, rather than ratepayers
who will be paying the cost of the audit.

We wi Il discuss our recomendations regarding the potenti al
for cost containment at CMP in nore detail in the follow ng
section. W wll not reflect any savings in our O her O&M

adj ustnent, but will show the effects of our recommendation as a
separate adjustnent to the attrition analysis. However, we wll
accept the Advocate Staff's projection of growh only for
inflation at the 2.5% annual rate as used by the Advocate Staff.
We have nodified the calculation to reflect those costs which we
have already adjusted to rate year |levels, and separately
estimated the uncol |l ectibl e expense using the Advocate Staff's
proposed net hod.

D. Depr eci ati on

CWP determ ned depreciati on expense for the rate year by
applying a conposite rate (2.74% which it calculated to be
greater than the test year rate (2.68%. The Conpany clains it
has accounted for all plant in service adjustnents specifically
considered in its test year analysis and for additions based on
projected anounts to be added to each particul ar class of plant.
The Conpany clains that nmuch of the new plant has shorter service
lives on average than its current plant. Thus, the conposite
depreciation rate nust go up, which cause a nearly $3 mllion
i ncrease in the expense.

The Advocate Staff calculated its rate year depreciation
expense based on the test year conposite rate. It clains that
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CVWP's nmethod of determining the rate year conposite rate is
fl awed because it is biased by the particular anobunts that are
considered as test year adjustnents and those that are called
attrition.

W will accept the Conpany's adjustnment to the rate year
depreciation rate. W have exam ned the anal ysis provided by M.
Dumai s at Exhibit DUVAI S-5 Page 12b of 18, which shows CW's
projections of additions to plant categories. This indicates
that very few of the projected additions have depreciation rates
bel ow the test year conposite rate. Wile CVW may have sone
ability to affect the timng of the additions, CVMP has presented
enough evi dence to convince us that its projection is generally
reasonabl e.

W will use the rate year depreciation rate proposed by CWVP.

E. Plant I n Service

The Conpany and Advocate Staff w tnesses have used the sane
nmet hodol ogy to estimate the rate year bal ance of plant in
service. Both started with year-end 1992 CWP bal ances, added
proj ected expenditures for 1993, nmultiplied the 1993 CWP
bal ance by the historical ratio of plant transfers to gross
property (80%, and then repeated the process for 1994.
Retirements were cal culated by taking retirenents in the test
year and escalating themat the rate of inflation (2.4%for 1993
and 2.6% for 1994). Plant additions and retirenents were
distributed to each nonth based on historical ratios. A 13-nonth
rate year average bal ance was calculated fromthe result. The
only difference between the parties lies in the |evel of
construction spending estimted to occur over the two years after
the test year. CM assuned that 100% of its construction budget
woul d be spent each year. The Advocate Staff used 90% of
construction budgeted anounts, because historically, CWMP has not
spent its entire budget. CM counters that because the |evel of
budget ed expenditures is lower than in prior years, it has a
better chance of spending the full budgeted anount.

We do not see why the Conpany is nore likely than in the
past to spend its entire construction budget. Wth the enphasis
on cost cutting which likely will occur, we think the Advocate
Staff's 90% nmay even be high, but we will use the Advocate
Staff's projections of operating plant for the rate year.

F. Mat erial s and Supplies

The Advocate Staff proposed a change in the nethod of
calculating rate year materials and supplies inventory that was
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accepted by CMWP. Basically, the inventory level is projected to
grow at the rate of inflation (2.5% for each year, and then the
projection is reduced by $500,000 to recogni ze inventory
managenent controls which will be in place during the test year.
We accept the inventory |level as agreed to by the parties.

G Attrition Conclusion

We have incorporated each of the individual adjustnents
di scussed above into our calculation of the rate year sales,
expenses and rate base. Because our capital structure represents
an average rate year concept, the allowed rate of return is the
sanme as the test year. As shown in detail on Order Exhibits
1-13, our calculation indicates that CVMP requires a revenue
i ncrease of $51,539,000 in order to conpensate for test year
adj ustnents and attrition.

VI 1. MANAGEMENT AUDI T

A | ntroducti on and Overvi ew

1. Background on the Managenent Audit

The Conmmi ssion has the authority to order a nmanagenent
audit of a utility to determine "[t]he degree to which a public
utility's operations are conducted in an effective, prudent and
efficient manner judged by standards prevailing in the utility
i ndustry” and to determne "[t]he degree to which a public
utility mnimzes or avoids inefficiencies which otherw se would
i ncrease costs to custoners.” 35-A MRS A 8 113(1)(B) and (O
(1988) .

On August 5, 1992, the Conm ssion ordered a managenent
audit of certain aspects of CM's nanagenent. This order was the
result of our investigation into the many custoner conplaints
consolidated in Docket No. 92-078. Slip op at 11-12. The
Comm ssion found that a managenent audit was needed to exam ne
CVP' s managenent structure, staffing | evels, executive
conpensation and sal aries, cost cutting and nmanagenent
efficiency, as well as the custoner education issues raised in
the conpl aint investigation and the custoner service issues
rai sed in Docket No. 90-076.

The Conmmi ssion issued a Request for Proposal ("RFP")
pursuant to State contracting requirenents, and sel ected
Schurmaker and Conpany fromthe list of interested bidders.

Schunmaker conducted the audit in accordance with
Cenerally Accepted Auditing Standards ("GAAS') identified in the
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Novenber 15, 1989 Consultant Standards and Ethics for Performance
of Managenent Analysis, issued by the National Association of
Regul atory Utility Conmm ssioners ("NARUC'). To ensure a
cost-effective study and increase benefits to Maine ratepayers,
the auditor appropriately focused on the processes and functi onal
areas within CW where high potential exists for additional
managenent efficiencies and/or cost reductions. The auditors
filed the final report with the Conm ssion during the | ast week
of June 1993.

The Hearing Exam ners directed CVP to respond to the
managenent audit as part of its rebuttal testinmony. The auditors
testified as Advocate Staff surrebuttal w tnesses and the Final
Report was admitted as part of their testinony. CMP was
permtted to file testinony in response to any surrebuttal
testinony on the managenent audit issues.

2. Summary of Fi ndi ngs and Recommendati ons

The audit includes eighty-nine findings and forty
recommendati ons. According to the auditors, sixteen of these
recommendat i ons have recurring annual cost savings totalling
$10.7 mllion to $17.5 mllion. |In addition, the auditors
identified sixteen other recomrendations with estimated savi ngs
of $4.5 million to $14.5 mllion.10 Thus, the audit found total
savings of $15.2 mllion to $32.0 mllion.

Al t hough Schumaker had sonme positive conments about
certain aspects of the conpany's managenent (for exanpl e,
Schumaker found that CMP had devel oped nmechani sns to help the
Conpany to provide excellent custoner service), the auditors
found that CWP did not adequately focus on achi eving cost
efficiencies or cost reduction targets. The audit found that the
Conpany | acks a corporate culture that is always m ndful of cost
savi ngs, especially in conparison to other utilities observed by
t he auditors.

¥The auditors were unable to estimate the cost of inplenenting
the recommendati ons. Therefore, the auditors used a "slotting"
technique to estimate benefits where they could not easily
identify specific dollar savings. Using the slotting technique,

14 recommendati ons had savings of up to $0.5 million; one
recomrendati on had savings of up to 0.5 mllion to $1.0 nmillion;
ei ght had savings of from$0.5 mllion to $1.0 mllion and one

had savings from$0.5 mllion to over $1.0 million. Using the
slotting techni que, one recomendati on has savi ngs of <$500

t housand; 14 recommendati ons have savings of >$500 thousand <
$1.0 million; and one has savings of > $1.0 nillion per year.
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B. Speci fic Findi ngs and Reconmendati ons

1. Structure of the Audit

The audit is divided into five chapters. The first
chapter is an Executive Summary. The specific findings and
recommendat i ons of the managenent audit are described in the |ast
four chapters: 2) Managenent Structure and Staffing; 3) Executive
Conpensation and Sal aries; 4) Customer Service Operations; and 5)
Managenment Efficiency and Cost Control. We will discuss the
specific findings and recomendati ons using the sanme format as
the audit.
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2. Managenent Structure and Staffing

The Managenent Structure and Staffing section of the
Schumaker focused managenent audit included 17 findings and five
recommendations relating to CVMP s corporate structure, spans of
control, staffing levels, and CW's board of directors.

The managenent audit nade several inportant comrents
on CMP's managenent culture. First, CVP nust create a corporate
structure that supports its strategic objectives, and managenent
must regularly review how CMP' s structure inpacts on the
Conpany's neeting those objectives. Second, CWVP nust devel op
overall policies and guidelines to ensure it devel ops a | ean,
efficient organizational structure. Finally, CWP should enpl oy
nore sophisticated nanagenent anal ytical techni qgues such as
aggregation analysis to analyze and i npl enent cost savi ngs
strategi es such as the nore effective use of tel ephone service
centers and vehicle repair facilities.

This section of the managenent audit outlined five
recommendati ons that would result in cost savings for CVWP and its
rat epayers. Schumaker found $6.3 million to $11.3 mllion in
savi ngs associated with two of the five recommendations. The
majority of the savings, $5.0 million to $10.0 mllion, is from
consolidating CMP's District Ofices. The other $1.3 mllion
savings is fromadopting additional workforce managenent systens
(simlar to the WS the Conpany adopted in late 1992). These two
changes primarily involve CVMP personnel and would take 12 to 18
nmont hs to inplenent.

The other three recomendati ons invol ve organizati onal
changes and enphasi zi ng cost cutting goals. Although Schunaker
did not quantify the exact savings associated with these three
recommendati ons, the auditor used a "slotting" technique for
estimating benefits where they could not easily identify specific
dol | ar savings. Using the slotting technique, the Audit found
that the other three recommendati ons woul d produce a range of
total savings of $500,000 to $2.0 mllion. The three changes
primarily invol ve Conpany personnel and could be inplenented
within six staff nonths.

The Conpany argues that "in sone of the cases where
there is a tinme frame associated with a recommendati on t hat
proposes studying a particular issue, the time frame included in
the Report relates to perform ng the study, not inplenenting the
recommendati ons that flow out of the study. So, for instance,
Recommendation Il R-1 suggests conducting an aggregation
analysis. The tinme frane noted is six to 12 nonths. This neans
that the study suggested in the recommendati on may take up to one
year to conplete.”
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The Advocate Staff maintains that "CMP persists in
descri bing the aggregation analysis as leading to the closing of
five district offices and describing this result as a reduction
in custonmer service." The savings are indeed cal cul ated based on
addi ng up the average costs associated with 3-5 district offices,
but that is not the necessary result of the aggregation anal ysis.
As pointed out by Ms. Al exander during cross exam nation by the
Conmpany, this study nmay not result in a dimnution of customner
services, "[b]lecause it may be that the Conpany is operating
inefficiently, spending nore than it needs to neet needs that are
not real, thereby dimnution of outlying offices, nore efficient
coordi nation of current personnel, trucks and all other
facilities mght provide the sanme or even better |evel of service
to CVW's custoners at a | ower cost.

The Advocate Staff reconmends that the Comm ssion
reduce CMP's revenue requirenent by $17.5 million to reflect the
hi gh-end of the Audit's findings of savings. The $11.3 nillion
Schumaker found in the two Managenent Structure and Staffing
recomrendations is included in this $17.5 mllion. The $ .5
mllion to $2.0 mllion savings that was cal cul ated using the
"slotting" technique is not included in the $17.5 mllion. The
Advocate Staff recommends that the Conm ssion use the high-end
$17 million because the Conmpany will inplenment sone of the
recomendations that the Audit nakes but does not specify exact
savi ngs.

The Conpany did not adjust its revenue requirenent to
refl ect any of the savings associated with the quantified or
unquantified ("slotting" technique) savings identified in the
Managenment Structure and Staffing section of the Audit. CM
argues that it could take up to one year just to conplete sone of
the studi es recormended by the Audit. However, CMP W tness
St evenson testified that the Conpany has al ready exam ned
addi tional WMS and the aggregation analysis issues and plans to
eval uate the recomendati ons by year end. Realistically, the
Conpany coul d see potential savings in these two areas during the
rate effective year.

The Auditors' findings with respect to managenent
structure and staffing appear to have nerit. While we would
expect CWP to exercise due diligence, we believe that the cost
savings estimated by the auditors are attai nable.

After reviewng the audit and the record with respect
to managenent structure and staffing, we believe that further
i nprovenents are necessary in CVMP's overall managenent structure
and staffing. There is little evidence that CM' s current
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or gani zati on has been structured to be consistent with its
strategic needs. CM' s approach to organi zati onal devel opnent
appears to have been overly passive and reactive. W are
especially concerned with the finding that CVP' s basic

organi zati onal paraneters, including its managenent structure and
staffing, are not regularly reviewed by its managenent because of
the audit report's finding that CWP | ayers of managenent shoul d
be inmproved. Further, we are concerned that CVWP is significantly
behind other utilities in the devel opnment and inpl enentati on of
wor k force managenent systens. W are al so concerned that

i nsufficient enphasis has been placed on neasuring cost

savi ngs/work productivity gains through the departnental

per f ormance i ndi cators.

3. Executi ve Conpensation and Sal ari es

The Executive Conpensation and Sal aries section of the
managenent audit outlined four recomrendations that could result
in a one-time savings of $24,896. Two of the reconmmendati ons
(I''r-R2: Inplenenting a | ong-term executive incentive plan and
I11-R3: Adjusting the customer service conponent of the
short-termincentive plan) were assigned a high priority,
estimated | ow i npl enentati on costs and noderate benefits. One of
the recommendations (I11-R4: Instituting witten performance
apprai sals for executive enpl oyees) was given nediumpriority and
estimated | ow i npl enentation costs and benefits. The fourth

recommendation (I11-Rl) was to conti nue CW's present phil osophy
with regard to base salaries, and thus, requires no further
action by CVW and will result in no additional benefits. The
three other recommendati ons requiring action could be
acconplished within 6 nonths, or, in the case of Il1-R2, within
6- 18 nont hs.

The auditors assign a potential benefit/cost savings
of up to $500,000 for itens with a "Low' benefits designation and
benefits/cost savings of $500,000 to $1, 000,000 of items with a
"Moder at e" benefits designation. The Audit Report's
"Recommendati on Sunmmary" indicates that recommendation II1-R3 is
expected to result in a $24,896 one tinme savings. Consequently,
t he benefits/savings potential for these itens totals from$1.0
mllion to $2.0 mllion. This anount is not included in the
auditors' $17.5 mllion figure.

The audit's focus was on determining "the
reasonabl eness, cost-effectiveness of the conpensation |evels
(1 ncludi ng base salaries, incentive conpensation, benefits and
perqui sites) of executives at CVP." Reasonabl eness was addressed
both by "external conparison” with other utilities and businesses
within the region and nationally, and by "internal evaluation”
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taking into account the uni que characteristics of CMP, such as
its custonmer base, changing market, and | ocal economc
conditions, which contribute to its ability to attract, retain
and reward enpl oyees. There are 16 executive enpl oyees at CWP,

i ncludi ng the President and CEO, Executive Vice President, four
Senior Vice Presidents, seven Vice Presidents, Corporate
Secretary, Conptroller and Treasurer.

The auditors note that CVMP has maintai ned a phil osophy
of pronmotion fromw thin over the past several years and that the
executive conpensation programat CMP includes a conbi nation of
base sal ary, short-termincentive conpensation and m ni ma
perquisites. Benefits provided to executives are the sane as
those provided to sal ari ed enpl oyees, but slightly different from
uni on enpl oyees.

The auditors make seven findings as foll ows:
. CWP' s phil osophy of paying 90% of the national rate is

reasonabl e; base salaries are appropriately
positioned conmpared to regi onal and nati onal

utility market data. (I111-F1)

. The total executive incentive conpensation opportunity
is too | ow conpared to the market. (I11-F2)

. The executive short-termincentive goal structure is
not designed to reward individual achievenent.
(111-r3)

. The custoner service conponent of the short-term
incentive goal is too lenient. (III-F4)

. There are no witten performance eval uations for
executives at CWP. (1I11-Fb5)

. CWP has significantly controlled its benefit program
costs conpared to the regions and the industry.
(111-F6)

. CWP has taken appropriate steps to control costs of
post-retirenment benefits other than pensions.
(111 -F7)

Reasonabl eness of Base Sal ari es

The auditors report that base salaries are set using the
services of an outside consulting firmand electric utility
sal ary surveys conducted by the Edison Electric Institute
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("EEI"). Internal job and organi zational descriptions are
provided to the consultant to use in conjunction with these
surveys to establish regional and utility-based market data with
which to set executive level salaries at CWP. The auditors found
that CVMP' s executive salaries average | ess than the conpetitive
rate. They found that this | evel was consistent with CVP' s pay
phi |l osophy which is to pay at a |level of 90% of the national
market rate. The auditors found this |evel reasonable for
several reasons, including the fact that CMP experiences no
significant turnover that would necessitate national recruitnent
efforts for executives, that the conpany pronotes from wthin,
that Maine is undergoing sone difficult economc tines, and that
there are "quality of life" attributes that attract enployees to
Mai ne. The auditors state, w thout explanation or support, that
a differential "substantially greater than 90% would introduce
the risk of losing key executives.

Short-Term | ncentive Compensati on Program

CWP al so includes a short-termincentive opportunity inits
executive conpensation program 1l This incentive programis
based upon neeting performance goals in five areas: safety,
return on equity, price of product, conservation and custoner
satisfaction. The goals are recommended by the executives
primarily responsible for the subject area and are revi ewed by
the Executive Commttee and the Board of Directors' Conpensation
Commttee, and finally, the full Board. Payouts for the
short-termincentive program may be nade by a conbination of cash
and deferred or restricted stock, at the enpl oyee's option, with
a corporate matching of stock

Return on Equity Conponent

The return on equity ("ROE") conponent of the incentive
programrequires that a mnimum of 90% of the ROE target is
exceeded before bonuses for any of the conponents of the
short-termincentive plan are awarded. A payout is nmade as a
percent age of the executive's base salary. The ROE goal was not
met in 1990; partial payouts were made in 1991 and 1992.

Pri ce of Product Conponent

The price of product conponent neasures CVMP' s average
cost-per-kilowatt-hour, as nmeasured by sales to custoners agai nst
t he equi val ent cost-per-kilowatt-hour of five other New Engl and
utilities. The target is based on exceeding a m ni nrum of 65% of
the running 3-year average of the price differential between CW

11 Non- executive enpl oyees may al so participate in a somewhat
di fferent Enpl oyee Incentive Pl an.
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and the peer group. Wile this conponent is designed to
count er bal ance the ROE conponent, providing an incentive not to
raise prices to achieve a payout on the RCE goal, CWMP has not net
its target in each of three years, 1990-1992.

Conser vati on Component

Conservation goals are taken from CW's 5-year Demand Side
Managenment Pl an and depend on tracking savings for kWs and kWs.
CWP net its goals in each of three years, 1990-1992.

Saf ety Component

The safety goals, set in 1989, seek to reduce the nunber of
acci dents by 50% over the five year period from 1990 through
1994. These goal s have been net over each of the first three
years of the plan.

Cust oner Sati sfacti on Conponent

The custoner satisfaction conponent is based upon a survey
of residential and comrercial custoners, rating the overal
quality of CWP and the services it provides as "good", "very
good" or "excellent." CVWP net its target in tw out of three
years, 1990 and 1992.

In its Managenent Audit Response - Wrkplan (CWP Exh. 51),
in response to auditors' recomrendation I11-R3, CWP indicates it
has i ncreased the potential incentive award related to the
Cust oner Service conmponent by 25%to (2.5% in 1993 conpared to

1992. Also the Conpany states that it will "adjust the target to
i nclude only the "very good" and "excellent" ratings in the
favorability calculation" and will set a newtarget. CW

projected i npl ementation of the new standards on 10/31/93, stated
that potential costs of doing so were unknown, and expected
i nproved service quality to be the only benefit.

As noted above, the auditors make one recomendation wth
regard to the short-termincentive conpensation program i.e.,
that the Conpany adjust its custonmer satisfaction conponent to
pl ace the enphasis on excellent quality of service.
Specifically, the auditors note that CWP has included custoner
service satisfaction ratings of "good," as well as "very good"
and "excellent,"” in determ ning whether they have net their
custoner satisfaction target. The auditors state that the two
hi ghest ratings only should be used, and the custoner service
conponent of the incentive program should be wei ghted nore
heavily -- at |least equal to the shareholder profitability
conponent. \Wile CWP reports it has nmade a nodest increase in
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t he payout value of this conmponent, it does not appear that the
Conpany has, or intends, to nake custoner satisfaction equal to
t he RCE conponent.

We strongly agree with the auditors that it should. The
current |level of customer dissatisfaction, evidenced in this and
recent cases, clearly shows that CVP has given all too little
enphasi s on custoner satisfaction issues. W note, as well, that
CWP' s Wal ker Custoner Satisfaction Measurenent Survey (as
presented to the Commi ssion in June, 1993), indicated that CMP' s
custoners were nost unhappy with, not service, but price. W
believe that CMP's short-termincentive conpensati on program does
not sufficiently reflect this concern, one which should be
paramount to CVMP in recent years of spiralling rates. In fact,
we note that although CMP has a price of product conponent of its
short-termincentive conpensation program (albeit relative to
ot her New England utilities only), it has failed to neet its goa
inall of the last three years. By contrast, the ROCE conponent
of the short-termincentive conpensation programis a "must neet”
goal, and thereby takes on greatest inportance. That is, no
i ncentive awards for other conponents nmay be nmade unl ess the ROE
conponent is net. W believe this indicates a clear bias toward
shar ehol der interests which conpetes agai nst the objective of
keeping price (and rates) |ow

The Navy argues in its brief that the ROE conponent payout
shoul d be di sal |l owed because, since favorable results flowto the
advant age of sharehol ders, that portion of the executive
i ncentive conpensation should rightfully be borne by
sharehol ders. In addition, the Navy noted that the Conm ssion
previ ously recogni zed that using ROE as a benchmark may provide
an incentive to cut costs in such a manner as to negatively
i npact the quality of service ratepayers receive. See Re:
Central Maine Power, Docket No. 90-076, slip op at page 91. The
Navy further notes that the Conpany renoved the ROE conponent
fromits non-executive incentive programin response to the
Comm ssion's concerns, but has not restructured its executive
incentive programto place | ess of an enphasis on ROE

We see here, again, evidence of the pervasive pattern in
CVWP' s managenent of a failure to place a sufficient enphasis on
the critical elenments of product price, rather than sharehol der
benefit. While we will not make the disall owance that the Navy
proposesl2, the Conpany's priorities in its short-termincentive

2 The reasons we decline to make this disallowance include
uncertainty regarding the correct dollar anobunt and a
disinclination to make cuts to acconplish "fine-tuning" which may
be seen as "m cromanaging.” W prefer to sinply put the Conpany
on notice, as we are throughout this order, that we believe a
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program further support our resolve to send a strong nessage to
effect a reordering of its corporate priorities, as discussed
further in other sections of this order.

Long-Term I ncentive Conpensation Qpportunity

CVP does not now have a long-termincentive conpensation
opportunity, however, the auditors recommend that, consistent
with industry trend, it inplenment one to focus on | ong-range
strategic and financial goals. See Ill-R2, p. 86. The auditors
state that this will serve to bolster CVWP' s executive
conpensati on opportunities and assist in retaining executives.

While the auditors did not find that CMP has a probl em
retaining executives, it is reasonable to assunme objectively that
this type of long-termincentive tied to corporate |ong-range
goals is generally good policy.

In CVP' s Managenent Audit Response Wrkpl an, the Conpany
outlines its plan to add a specific |ong-termconponent to its
i ncentive conpensation plan, giving a Novenber 1, 1993
i npl enentation date. The Conpany projects mnimal inplenentation
costs and uncertain benefits at this tine.

Per qui si tes

The auditors found that CMP offers few perquisites to
executive enpl oyees. Vice presidents and above are allowed a
conpany car with a maxi nrum val ue of $19, 850, and all executives
are required to have an annual physical exam In addition, al
senior CVWP officers are eligible to participate in a new
Suppl enment al Executive Retirement Plan ("SERP"), effective
January 1, 1993. The auditors find that by offering this |evel
of perquisites, "CMP is a leader in an industry that is reducing
the perquisites offered to executives.™

The Navy argues that the test year should be reduced by
$62, 758 to renove expenses paid by CMP for its executive
enpl oyees' personal use of vehicles owned by the Conpany, |argely
because it contends that the expense is an el aborate perk that
ratepayers can ill-afford in these difficult economc tinmes and
that it is inconsistent with a cost-cutting nentality. The Navy
argues that CMP should foll ow the exanple of Puget Power Conpany
and elimnate this and other el aborate benefits in an effort to
mtigate the cost of electric service on ratepayers.

As with the short-termincentive conpensation program
di scussed above, we will |eave the precise manner of cost-cutting

change in corporate focus is essential, and that the Conpany nust
acconplish cost-cutting where appropriate.
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to the Conpany but note that this is only one of many areas that
CWMP m ght consi der when seriously cutting costs.

Witten Performance Eval uations for Executives

The auditors found that there are no witten performance
apprai sals for executives at CMP and recomends that they be
required. The auditors note that the non-executive, salaried
work force is reviewed by witten appraisals against specific
performance goals and expectations. The auditors state that it
is unfair and unreasonable for the Conpany to stress the
i nportance of witten performance appraisals for all enployees
but to neglect to hold executive enployees to the sanme standard.
Presently, it is not possible to neasure the achi evenent of
i ndi vi dual s wi thout goals and w thout benefit of docunentation to
support nerit increases. Consequently, the auditors reconmmend
that "written performance appraisals be required prior to any
i ndi vi dual goal attainnment payout" (which we take to nean nerit
i ncreases).

In its Managenent Audit Response - Wrkplan, CWVP states that
existing rules and statutes do not provide sufficient assurances
regarding the confidentiality of witten evaluations of its
executives. The auditors urge CVMP to work directly with the
Comm ssion to ensure that necessary nmeasures are in place for
mai ntai ning confidentiality. OCM states that it will pursue the
matter with the Conm ssion and the Maine Legislature to procure
such protections. In addition, it states that nmanagement wl|
propose to the Board that witten records be kept to the extent
that incentives have been achi eved by individual officers. CW
projects no significant cost or benefit to be incurred fromthis
reconmendati on.

The Comm ssion has in two recent instances responded to
CVP' s concerns about the confidentiality of performance
eval uations. The first was a Conm ssion Procedural Order dated
August 1, 1990 in CW's | ast revenue requirenent case, Docket No.
90-076. The second was in testinony before the Joint Standing
Commttee on Uilities in March, 1991. 1In its testinony, the
Comm ssion stated its view that the statutory provisions in Title
35-A, Section 114, provide sufficient safeguards with respect to
the treatnment of this information and that the statute correctly
allows for review of this information if pertinent to its review
of such issues as managenent efficiency or executive
conpensation. 13 The testinony also cited two instances where the
Comm ssion had exercised its authority in keeping with the

B3CMP' s proposed legislation (L.D. 722) to further restrict the
Comm ssion's access to this informati on was unani nously vot ed
"Leave to Wthdraw' by the Commttee on April 1, 1991.
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saf equards required by the statute. Thus, while the Conmm ssion
is on record as supporting the release of this information
subject to the protections of the present statutory schene, we
wi |1, nonethel ess, endeavor to work wwth CVP to address its
concerns on this matter.

4. Cust oner Service Operations

The Custoner Service Operations section of the
managenent audit outlined 14 recommendations relating to
conplaint analysis, unit staffing and facilities, customner
service standards, and credit and collection prograns.

A nunber of Schumaker's general recommendati ons and
findings are noteworthy. First, the auditors found that there is
no single point of responsibility for custoner satisfaction.
Second, the auditors discovered anple opportunities for CMP to
reduce costs while increasing custoner satisfaction. Third, CW
has largely failed to use work managenent plans to direct its
operations. Fourth, the Custonmer Service Centers are
over st af f ed.

Schunmaker found $2.25 nmillion to $3.35 mllion in
savi ngs associated with seven of the 14 recomendations. The
overwhel mng majority of the savings is frominproving the
custoner service system ("CSS"), consolidating CMP' s three phone
centers into one center, reducing the nunber of custoner
representatives in the district offices, and establishing a fee
for custonmer paynments made at paynent agencies (in that order).
These seven changes prinmarily involve CW personnel. The Audit
i ndicates that five of the seven changes can be inpl enented
within six staff nonths; one within a year; and one in about 18
staff nont hs.

The ot her seven recommendati ons invol ve inproving
CVMP's quality reporting and conpl ai nt handling procedures to
i nprove customer service, and eventually, to prevent, sone
custoner conplaints. Although Schumaker did not quantify the
savi ngs associated with the other seven recommendations, the
audi tor used a "slotting"” technique for estimating benefits where
they could not easily identify specific dollar savings. (Audit at
20). Using the slotting technique, the Audit found that the
ot her seven reconmendati ons woul d produce a range of total
savings of $1.5 million to $4.0 mllion. The latter seven
changes primarily involve Conpany personnel and coul d be
i npl emented within six staff nonths.

The $3.35 million Schumaker found in Customer Services
Qperations savings is included in the $17 mllion adjustnent
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recomrended by Advocate Staff. The $1.5 million to $4.0 nmillion
savi ngs that was cal cul ated using the "slotting" technique is not
included in the $17 mllion.

The Conpany did not adjust its revenue requirenent to
refl ect any of the savings associated with the quantified or
unquantified ("slotting" technique) savings identified in the
Cust omer Services Qperations section of the audit. One of the
seven recomrendations estimated that CWVP coul d save between
$800,000 and $1.2 million annually by inmproving the CSS system
CWP argues that the $800,000 to $1.2 million savings fromthe CSS
enhancenments should be renoved fromthe $ 17.5 nmillion potenti al
savi ngs because "CMP already had the project well underway before
the auditors arrived at CMP." The Conpany established a project
teamto evaluate its custoner service system By the end of
1992, the teamreported its findings and by May 1993, CWP had
devel oped an inplenmentation plan. However, the Conpany has not
adjusted its revenue requirenent for the savings associated with
i npl enenting the CSS enhancenents. It is one thing for CWP to
say that the Conpany had recogni zed the probl ens associated with
its CSS system before the Audit was perfornmed; it is quite
another thing to say that because the Conpany recogni zed the
probl em that the savings should not offset CVMP s revenue
requi renent.

5. Managenment Efficiency and Cost Contro

The Managenent Efficiency and Cost Control section of
t he managenent audit outlined 17 recomrendations relating to
strategi c pl anni ng, budgeting, conparative anal ysis/benchmarki ng,
and ot her managenent efficiency and cost control activities.
Sonme of the major findings include that the Conpany could nore
effectively conmunicate its corporate vision and strategies to
its enpl oyees; the Conpany's goals do not appropriately focus on
cost efficiencies; CMP does not use "benchmarking" as effectively
as it could; and opportunities for cost savings still exist in a
nunber of areas within CWP.

Schumaker found $2.1 mllion to $2.8 million in
savi ngs associated with four of the 17 recommendations. The
majority of the savings, $800,000 to $ 1.2 million, is from
cutting O&M expenses. Another $1.0 million will be saved when
CWP has inplenmented both phases of its Materials Managenent
(conputerized inventory) System The other $300, 000 to $600, 000
is fromwiting off or initiating sal vage procedures for unused
mat eri al s. These four changes primarily involve CMP personnel
and woul d take less than six staff nonths to inplenent.
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The ot her 13 recomrendations involve inplenmenting
benchmar ki ng procedures for budgets, inventory analysis and
foll ow t hrough procedures for addressing deficiencies. Although
Schumaker did not quantify the exact savings associated with
t hese 13 recomendati ons, the auditor used a "slotting" technique
for estimating benefits where they could not easily identify
specific dollar savings. Using the slotting technique, the Audit
found that the other 13 recommendati ons woul d produce a range of
total savings of $3 million to $7 mllion. The 13 changes
primarily invol ve Conpany personnel and could be inplenented in
| ess than 12 staff nonths.

The Conpany did not adjust its revenue requirenent to
refl ect any of the savings associated with the quantified or
unquantified ("slotting" technique) savings identified in the
Managenent Efficiency and Cost Control section of the Audit.

One of the seventeen audit recommendations estimated
that CWP should initiate a formal plan to achieve the $1.3
mllion in net cost savings that the audit concludes wll result
frominplenenting a Wrk Managenent System for a specific area.
(Audit Recomrendation V-R8, at page 25). CWMP argues that the
$1.3 mllion savings fromthe W/ shoul d be renoved fromthe $
17.5 mllion potential savings because CWP incorporated the $1.3
mllion in W5 savings in the Conpany's original filing.

The Advocate Staff states that "[T] he anmount |isted
for this recommendation, [W/®S, Recomendation V-R8] $1.3 nillion
was not included in the $17.5 mllion. . . . The audit suggests
that the savings from CVW's currently planned work managenent
system be nonitored to ensure its projected savings are

achieved." The $2.8 mllion Schumaker found in quantifiable
savings fromthe four Managenent Efficiency and Cost Contr ol
recomendations is included in this $17.5 mllion reconended the

Advocate Staff adjustment. The $3 million to $7 mllion savings
that was cal cul ated using the "slotting" technique is not
included in the $17.5 mllion. The Advocate Staff recomends

t hat the Comm ssion use the high-end $17.5 nillion because the
Conmpany will inplenent sone of the recommendati ons that the audit
makes but does not specify exact savings.

The $17.5 million savings identified in the Audit did
not include the $1.3 mllion savings that the Conpany recogni zed
as a result of inplementing its new WMS. Therefore, there is no
reason for the Conmm ssion to subtract the $1.3 mllion fromthe
$17.5 mllion quantifiable savings found by the audit. 1In the
Conpany's March 1, 1993 Chapter 120 filing, CWMP did adjust OM
operating expenses for its WVS. (Adjust. #21, page 1 of 26).
However, the Conpany's |atest revenue requirenent cal cul ations
reduced the savings by $200,000. CMW did not explain why the
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Conpany bel i eves WVB savings are now less than it originally
estimated. (NO Adj. No 21, page 21, of 31, Response to oral data
request No. 91.)

C. Managenent Auditors Findi ng Concerning the Lack of
Cost-Cutting Culture is Correct Because the Record
Reveal s that CVMP' s Managenent Lacks Effective
Cor por at e Focus

1. Conflicting Stories on CMP' s Conpetitive Strateqy

The record reveals confusion wthin CVP' s managenent
with respect to what conpetitive strategy CVMP has adopted. This
is an indication that there is considerable confusion within CwW
as to what its conpetitive strategy really is and is a
prelimnary warning signal that CMP may be "stuck-in-the-mddle."
A chronol ogy foll ows:

. Differentiation Strategy. The
Commi ssi on- sponsored managenent audit
report, conpleted in June 1993, indicates
that CVP's senior officers selected a
product differentiation market positioning
strategy (rather than a | ow cost producer
strategy) at the Cctober 1992 O ficers
Retreat. CMP enpl oyees, including those
charged with devel opi ng the Conpany's
mar keting strategy, also believed that
product differentiation is the Conpany's
strat egy.

. Focus Strateqgy. During cross-exam nation on
Septenber 17, 1993, Conpany wi tness
St evenson argued that CWP was actually
trying to pursue a "focus" strategy and
specifically referenced M chael Porter's
book

. Conpetitive Advantage. M. Stevenson argued that
under this approach, the Conpany would
pursue either a |low cost or a
differentiation strategy dependi ng on the
mar ket .

. Hybrid Strategy. M. Stevenson testified that
"the path we'd been pursuing actually is a
hybrid of . . . generic strategies.”™ During
cross-exam nation on Septenber 22, CW
Presi dent Matthew Hunter testified that CW
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was pursuing a three-pronged "actions”
strategy. This strategy is to: 1) Cet

pri ces changed; 2) Reduce costs; and 3)

| ncrease sal es of kWh. Al though M. Hunter
did not use the term"hybrid,"” this strategy
appears to be consistent with the hybrid
strategy that M. Stevenson di scussed during
Cross-exam nati on.

2. Broad Overvi ew and Analysis of Conpetitive Strateqgy

To properly understand CMP' s current situation, it is
inportant to clearly understand the basics of strategic planning.
According to M chael Porter, whose ideas on strategic planning
CWP was attenpting to consider, there are only three conpetitive
strategies that a firmcan pursue. These are: 1) cost
| eadership; 2) differentiation; and 3) focus (which can be either
cost focus or differentiation focus).

The three conpetitive strategies present fundanentally
different visions of how a conpany shoul d operate its business.
Cost | eadership and differentiation strategies are simlar in
that they seek conpetitive advantage in a broad range of industry
segnents. Focus strategies, on the other hand, aim at achieving
cost advantage (cost focus) or differentiation advantage
(differentiation focus) in a narrow segnment of an industry.

A firmthat pursues a cost |eadership strategy sets
out to becone the | ow cost producer in its industry. This firm
typically provides a standard, no-frills product to a broad
custoner base and many industry segnents and may operate in
related industries. Cost |eaders pursue econom es of scal e,
proprietary technol ogy, high capacity utilization, vertical
i ntegration, econonies of scope, preferential access to raw
mat eri al s and ot her sources of conpetitive advantage. Cost
| eaders aggressively search for and seek to exploit all potenti al
sources of cost advantage.

A firmthat pursues a differentiation strategy strives
to set itself apart fromother conpetitors in its industry by
devel oping differences that are appreciated by buyers. It
identifies certain characteristics that custonmers of a given
product value, and strives to position itself to satisfy those
wants. |If successful differentiation results, the conpany w |l
be rewarded for its uniqueness with a premumprice. A
differentiator may seek parity in ternms of cost.
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A conpany that is pursuing "cost focus" seeks to
achieve a cost advantage in its target segnent. A conpany that
is pursuing "differentiation focus" seeks differentiation in its
target segnent. A differentiation focuser may seek parity in
terns of cost.

A conpany that cannot decide which of the three
conpetitive strategies to pursue is likely to becone "stuck in
the mddle," to use a termfromPorter's book. Such a conpany
seeks to be "all things to all people"™ by pursuing a "hybrid"
strategy. Becoming stuck inthe mddle is often a nmanifestation
of afirms unwillingness to make choi ces about how to conpete.

The three generic strategies are alternative and
vi abl e approaches to dealing with the conpetitive forces. A
conpany nust make a choice, for exanple, regarding whether it

wi |l pursue cost |eadership as its generic conpetitive strategy
and, if not, whether it wll at least aimfor parity in terns of
cost. If afirmis unable to choose what strategy to pursue,

that firmis likely to be in an extrenely poor strategic
situation. A conpetitive firmthat is "stuck in the mddle" wll
| ack the market share, capital, and commtnent to play the

| ow- cost gane, the industry-w de differentiation necessary to
obvi ate the need for a | owcost position, or the focus to create
differentiation or a | owcost position in a specific niche.

3. Anal ysis of CMP' s Conpetitive Strateqies

Bef ore discussing CM's failure to pursue a cost
| eadership strategy, it will be useful for the Conm ssion to
comment upon the various strategies discussed in the record from
t he point-of-view of a ratepayer/stakeholder in an electric
utility.

a. Differentiation Strategy. It seens to nmake little
sense for an electric utility that is selling a standard product
based on a set of Conmission tariffs to pursue a differentiation
strategy as its source of conpetitive advantage. Wile
differentiation is becomng nore inportant in the industry, as
custoners have begun to be nore concerned about power surges and
other quality-related issues, this is not likely to be a major
source of conpetitive advantage for an electric utility for the
foreseeable future. Electricity remains a fundanentally
standard, no-frills product and CMP currently has little ability
to provide neani ngful product quality differentiation. |In
addi tion, custoners have clearly indicated that they are
satisfied with CW's product but desire | ower prices.
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The Conpany points out that it has been active in
offering a variety of valued services to different groups of
custoners, including tailored conservation neasures, product
qual ity enhancenents, special facilities, and a recent enphasis
on special rates, including an inquiry into chain account
billing. While these exanples of "differentiation" are no doubt
to sonme extent worthwhile and we understand that it is reasonable
for a utility to attenpt to achieve parity in differentiation, we
guestion whether this should be the generic strategy that the
utility should pursue. CMP' s exanples of differentiation are
m nor relative to ratepayer needs for CM to properly control
its costs. For a nunber of reasons, which we have discussed
el sewhere in this order, we believe that this custoner need is
not currently being net.

b. Focus Strategy. A focus strategy nmakes little
sense for a utility that nust serve all custoners in its service
territory at standard rates based on cost-of-service ratemnmaking
principles. Awutility lacks little, if any, ability to target
its custonmers or to otherw se select a narrow segnent of the
i ndustry in which to conpete. Thus, neither the "focus" or
"differentiation" strategies appear to be viable strategic
options for an electric utility |ike CWVP.

c. Three-Pronged Actions Strateqgy. This hybrid
strategy, which apparently is the strategy that CMP is currently
pursui ng, indicates that CMW' s nanagenent has failed to make the
t ough choi ces needed to conpete in the increasingly chall enging
electric utility marketplace. This three-pronged strategy
indicates a failure to aggressively and whol e-heartedly pursue
cost mnimzation or to recognize that this should be the
Conmpany's highest priority. Further, this hybrid strategy
appears to be poorly understood within the Conpany. Thus, this
strategy appears to have been i nadequately inplenmented within the
Conmpany. As a result CWVMP appears to be "stuck in the mddle."
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4. CMP_Shoul d Pursue a Cost Mninization Strateqgy

We believe that a vertically-integrated utility, like
CVP whi ch nmust serve "all custoners” under a regul atory system of
cost-based rates, has the characteristics needed to pursue a cost
| eadershi p strategy.

In the increasingly conpetitive energy marketplace in
whi ch CVP nmust conpete, cost |eadership may be the only viable
primary strategy. As one of the Conm ssion's Managenent
Audi tors, Dennis Schumeker pointed out, "when you get nore
conpetition, the | ow cost producer, especially initially, is
going to win out for a period of tinme." |In a marketplace where
whol esal e wheeling is a reality and retail wheeling is a
possibility, a cost reduction strategy is the primary sustai nable
conpetitive option.

As Dennis Schumaker further pointed out:

nmy experience has been a lot of utilities have
tal ked about differentiating their product
in ternms of providing better custoner
service and this type of thing. Wat we're
seeing recently in sonme of the utilities is
the recognition, especially with the
Nat i onal Energy Policy Act and a few things
t hat have been passed, that cost
conpetitiveness is going to becone a nmajor
issue and it may not be sufficient to try
and differentiate . . . So we're finding
nore of an enphasis in utilities,
particul arly ones that have sonme generation
they can sell and they feel with the
Nat i onal Energy Policy Act there's
additional possibilities of making revenue
to ook at being nore of a | ow cost
producer, in particular on the whol esal e
mar ket, which is really where you can do it
since you don't have retail wheeling there.
(Enphasi s added).

Mor eover, pursuing cost reduction is a prudent
approach when the threat of |osing substantial custoner |oad from
conpetitive alternatives, ranging fromfuel-switching to
self-generation, is increasing in |arge part because of CW's
rapidly rising rates. It appears likely that CMP's failure to
aggressively pursue a cost control strategy has been a
contributing factor inits loss of load in recent years.
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Mul tiple witnesses for both CCUCl4 (representing a
coalition of CVP's comercial custoners) and | ECG COLER15
(representing a coalition of CM's large industrial custoners)
testified extensively on the hardships they face in the current
econonmi c climate and how CVW's rapidly and ever-rising rates are
affecting them Their testinonies indicated that a reduction or
at least a stabilization of electric rates is essential for the
economc viability of Maine industry which faces conpetition both
internationally and nationally. Maine industry is at a
conpetitive di sadvantage with other parts of the nation from
el ectric rates which are, in sonme cases, 62%to 100% hi gher than
other regions. Many stressed that rising electric rates have
frustrated their efforts to inplenment necessary cost cuts which
can nmake the difference of whether or not they remain in
business. All noted the efforts they had nade to reduce
electricity usage to offset the rising electric costs. Anong the
options for several of these commercial and industrial custoners
are switching to other forns of fuel, such as gas, or
sel f-generating, now an econom cally viable option due to the
hi gh and increasing |evel of electric rates.16 M. Ash testified
that the Sanpbset is "at a point where alternatives are not an
option, but a necessity, given current rates and resulting costs"”
so that it was essential to "find ways to decrease our purchases
fromCWwW." Al wtnesses stressed that passing along the
increases to their customers is sinply not possible in these
tinmes, so that absorption was their only alternative.

Additionally, these witnesses testified about the
significant operational changes and sacrifices they have been
forced to make in the face of recessionary pressures in order to
stay in business. These changes include workforce reductions,
wage freezes, finding new ways to acconplish tasks and increase

4 The CCUC witnesses that testified in this proceeding are: John
Peters, Brunsw ck Coal & Lunber and affiliates; Thomas J.

Mat hews, Hannaford Bros. Co.; and James H Ash, Sanpbset Resort.

15 The | ECG COLER witnesses that testified in this proceeding

are: Jesse Magee, 111, and Sanuel Brogli, CYRO Industries; denn
Pool e and Davi d Johnson, Chanpion International; Stephen Rowe,
Dragon Product Conpany, Inc.; Robert Sween, Forster Mnufacturing
Co.; Charles Siletti, FMC, John Spenlinhaeur, 111, Spencer Press
of Maine, Inc.; and Rand Stowel |, United Ti nber Corporation.

6 M. Pool e of Chanpion International testified that

sel f-generation would have a 2. 8-year payback assumng a rate

i ncrease of 12% Even assuming a 15%reduction in electric rates
over the next five years, self-generation would have a 4. 8-year
payback. M. Poole noted that even with relatively stable usage,
nmore than 20 utility-sponsored DSM projects and dunp power

pur chases, Chanpion's expenditures for electricity have increased
from$15.2 mllion in 1991 to $18 mllion in 1992.
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productivity, and hard cost cutting wherever possible. M.
Brogli testified that "[e]conom c necessity has forced us to cut
costs and nmake changes which we m ght not have thought possible a
few years ago." The w tnesses point out that CMP should be
subj ect to the sanme pressures faced by the real world businesses
that are its custonmers in these tight economc tinmes and that, if
CWP does not do this itself, the PUC shoul d i npose narket
pressure upon it. They argue that traditional rate of return or
busi ness-as-usual regulation insulates CVWP fromthe economc
pressures faced by real world businesses and that CMP shoul d not
be allowed to increase rates without first achieving al
potential cost savings. One |esson that these businesses have
learned is that it is essential to have a customer focus to
remain viable in the face of such pressures.17 M. Pool e noted
that the Bucksport m |l "stayed ahead of the game" despite
revenue declines by tackling cost in a nunber of different areas;
t hese include, 1) reducing workers' comnpensation costs; 2)
reducing material |ost by inproved controls and increased
enpl oyee awareness; 3) reducing | ayers of managenent from seven
to four; 4) inproved "first line" quality; 5) increased focus on
custoner needs; 6) taking nore inventory risk; and 7)
"continually focusing on doing what is absolutely necessary to
run this business in this particularly poor economc
environment." Al repeat the thenme that CMP nust be a | ow cost
provider or |ose custoners.18 Finally, as M. Pool e noted,
"[f]or each custoner that |eaves the system others nust endure
hi gher rates -- further attracting themto |leave and so on," wth
the end result a "spiraling |oss of |oad."

The Conpany nust take advantage of any and al
reasonabl e opportunities to reduce costs to ratepayers. The
record in this proceeding indicates that CVP has not done so.

As M. Stowell of United Tinber stated:

|'ve watched Central W©Mai ne Power Conpany operate
for several years and, in ny opinion, they
act |ike any other organization that does
not have to exist in a conpetitive
mar ket pl ace. There are places that Central
Mai ne Power can cut its costs if they have
the incentive to do so... The Public

YMr. Johnson states that "our customer focus drives our efforts
to be a | ow cost producer, and it drives our efforts to work
efficiently and effectively. W recognize that w thout our
custoners, we have no reason to exist."

8 M. Johnson further testified that "CW is not a | ow cost
supplier and they must respond, or we nust seek alternate sources
of supply.”
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Utilities Comm ssion nmust seek a |onger term
solution. | cannot think of anything nore
i mportant for this Comm ssion to do than to
resolve to reduce electric rates w thout
deviating fromthe principles the Public
Uilities Commi ssion has articulated in the
past, including cost-based rates,
conpetition and conservation.

An | ECE COLER rebuttal panel al so extensively
di scussed what other utilities around the country are doing to
meet the challenges of providing electric utility service. This
panel believes that CVW's efforts fall dramatically short
relative to what other utilities around the country are doing.

In other sections of this Order, we have found that
CW has failed to take advantage of all avail able opportunities
to control or cut costs. Despite the evidence that CVP has many
avai |l abl e sources of cost savings, as docunented in the
Comm ssi on- sponsor ed managenent audit, the Conpany has failed to
aggressively search for and seek to exploit all potential sources
of cost advantage. Because of this, the Conpany has failed to
nmeet its obligation to take all appropriate actions to | ower
rates to ratepayers.

In determ ning just and reasonable rates, the
Comm ssion nmay "consider whether the utility is operating as
efficiently as possible and is utilizing sound managenent
practices.” 35-A MR S.A 8 301(4) (1988). Regulation can no
| onger sinply increase revenues to provide a utility with a "fair
rate of return” despite the utility's failure to develop a
sust ai nabl e conpetitive strategy. The Conpany can, of course,
choose what ever nmanagenent strategy it believes appropriate. The
Comm ssi on, however, nust recognize the effect of managenent
practices in setting just and reasonabl e rates.

D. Revenue Requirenents and Managenent Audit Concl usi ons

We have now exani ned the Conpany's test year and attrition
year revenue requirenments, as well as the results of the
managenent audit. Qur cal cul ations show that CVMP requires a
total retail revenue increase of $51,539, 000, based on a test
year deficiency of $45,773,000 and an attrition year deficiency
of $5, 766, 000.

The managenent audit results have received nmuch attention in
this proceeding, and we have reviewed themthoroughly in this
section. The question renmains: Wat action should we take based
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on the evidence before us concerning the Conpany's operating and
managenent efficiency?

The managenent audit clearly shows that CVP | acks a sharp
focus on cutting costs. This is not surprising given that our
analysis of CMP's corporate strategy reveals that it has failed
to aggressively pursue a cost-mninmzation strategy. W cannot
allow costs that are too high because of a flawed managenent
strategy to be recovered by ratepayers because of 8§ 301(4) and 8
113(1) of Title 35-A

Further, CCUC and | ECG COLER wi tnesses have produced
substantial evidence that CVWP is not doing as much to cut costs
as ot her businesses in Maine and other utilities around the
country. In addition, Dr. Silkman has argued persuasively that
hi gher rates will result in substantial |ost |load. Further, many
Mai ne rat epayers have nade it clear that they have cut costs and
that they expect CMP to do the sane before asking for higher rate
| evel s.

After reviewing the audit and the record with respect to
managenent structure and staffing, we believe that further
i nprovenents are necessary in CVP' s nmanagenent of its operations.
There appears to be little evidence that CMP' s current
or gani zati on has been structured to be consistent with its
strategic objectives. This is perhaps understandabl e given CV' s
failure to make the choi ces necessary to devel op a viable
conpetitive strategy. Managenent's approach to organi zati ona
devel opnent has been overly passive and reacti ve.

The managenent audit has quantified savings of $10.4 nmllion
to $17.5 mllion with a mdpoint of $14.1 million. In addition,
the auditors "slotting" techniques identified additional savings
totalling $4.5 million to $14.5 mllion with a m dpoint of $9.5
mllion. Therefore, the audit identified total savings of $15.2
mllion to $32.0 million, with a mdpoint of $23.6 mllion. 1In
addition, there is substantial evidence that CVP has failed to
aggressively pursue cost mnimzation in other areas.

The Advocate Staff recommends that the Conm ssion use the
hi gh-end $17 nillion because the Conpany will inplenment sonme of
the recommendations that the Audit makes but does not specify
exact savings. The Advocate Staff suggests "[i]f we conbi ne both
the unquantified costs and benefits, it is reasonable to
recommend the high end of the savings estinmates for use in this

rate case." The Advocate Staff believes "the Conpany has been on
noti ce about a nunber of the issues raised in the audit since at
least its rate case in 1989. . . . [T]lhe Staff raised concerns

about the inplenmentation and costs of CVWP's CSS; the building and
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renmodel i ng of |ocal service centers w thout adequate anal ysis,
and the failure to integrate credit and collections with the

mar keti ng of energy nmanagenent. . . . These same i ssues have once
again been raised by the auditors [in this case] "

W find that the Advocate Staff's proposed adjustnment is not
sufficient for ratemaki ng purposes. W are aware that there are
up-front costs associated with achieving the identified savings.
However, there is adequate evidence of potential savings in other
areas that nmakes it likely that CMP can find ways to achi eve
addi ti onal savings beyond those identified in the audit.

Further, the record reveals that nmany of these cost savings have
been previously suggested, for exanple, in former CWVP President

John Rowe's 1984 managenent review and in previous cases before
t he Comm ssion. The Conpany has thus had many years to achi eve

many of these cost savings but has failed to do so.

The Managenent Audit was a focused audit, that is, it
addressed only four areas of the Conpany's operations. There are
numer ous ot her areas in which CVP mght find for cost reductions,
assum ng that the Conmpany is serious when it says it wants to do
so. The Schumaker audit found that CWP did not have a culture
that focused on cutting costs. Nowis the tine for the Conpany
to create that type of culture, as it |ooks at all aspects of its
operations. W cannot and will not tell the Conpany where it
shoul d | ook. The managenent audit report certainly gives sone
cl ues, but the Conpany should not expect to nmerely followthe
audit recommendations as a "cookbook." Rather, it should be used
as a guide, not just for the recommendations contained in it, but
as an exanple of how to search for potential cost savings and
ef fici enci es.

In our anal yses of the Conmpany's test year and attrition
year revenue requirenents, we followed the "standard" rate of
return ratenmaki ng net hodol ogy by | ooking at each issue
i ndi vi dual Iy, maki ng our decision about the issue, and adding up
the tally at the end. Under that standard, we would now normal |y
present the bill to the ratepayers. But, we will not do that in
this instance. The managenent audit, the testinony of managers
who are forced to deal wth economic realities in their own
busi nesses, and the indignation and pleading fromthe public at
| arge has convinced us that there is substantial evidence that
CWP has failed to provide service to its ratepayers as
efficiently as possible. Qur task is to quantify the extent to
whi ch CWP has fallen short.

In light of our obligation to consider the interest of
rat epayers, as well as those of the Conpany, and because of our
duty to consi der managenent efficiency, we recomend that CWP's
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cal cul at ed revenue increase be reduced by $25.3 mllion, which
amounts to the full $17.5 million advocated by the Advocate Staff
plus $7.8 nmillion of the additional "slotting" technique savings
(the $4.5 million low end of the range, plus 1/3 of the $10
mllion range). While our adjustnent is justified by the
potential savings identified in the audit, our conclusion is
supported by anot her perspective. CM s discretionary expenses,
as adjusted to the rate year levels in our attrition analysis,
total about $180 million. CQur efficiency adjustrment is for a
reduction of slightly less than 15% of that anmount. That is not
an i nconsequential amount, but discretionary expenses (as we use
the termin this context only) exclude recovery of fuel costs,
all anortizations and depreciation, uncollectibles, and al

taxes. These discretionary expenses are ones that CMP can adj ust
within a relatively short tine frame. Gven the state of the
Conpany and its ratepayers, we expect managenent to nove as

qui ckly as possible. In fact, we view the Conpany's actions as
al ready | ong overdue. Thus, a ratenaking adjustnment begi nning
now i s justified.

Al t hough not quantified precisely, there is nore than anple
evidence that a rate increase of the nmagnitude sought by CWP
woul d have a significant detrinmental effect on the Conpany's
sales. Thus, our recommendation is intended to help the Conpany
retain load while it refocuses on cost control and efficiency,
consistent with safe and adequate service. Qur decision is
designed to m nim ze hardship on ratepayers, while simultaneously
encouragi ng the Conpany to refocus its thinking and direction.

Accordingly, we find that CVP requires a revenue increase of
$26.239 mllion, based upon our test year analysis, our attrition
adj ustment, and our efficiency adjustnent.

| X.© RATE STABI LI TY PLANS

Beyond determ ning the base rate |evels that CVW may charge for
the imediate future, we believe that the tine is ripe to assess,
in a systematic and focused way, the manner by which CWP's rates
W ll be evaluated in the future. To acconplish this broader

obj ective, we asked the parties to consider alternative rate
plans ("ARPs"). W have concluded that while we are confortable
with the broad outlines of an alternative rate plan for CVWP, we
require additional information before finally adopting a new
regul atory plan that will provide both short-termand |ong-term
benefits to the ratepayers of Mine.

Because we have concluded that the record is insufficient to
make a final determ nation now, we will begin an "inplenentation”
proceeding to follow this rate case. The Conm ssi on encour ages
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CWP and the parties to this proceeding to work to devel op
consensus on as nmany issues as possible so that unproductive
adversarial battles can be avoi ded.

Several parties in this proceeding have testified about ARPs.
CWP and CCUC each proposed price-cap nechani sns for approval by
the Comm ssion in this proceeding.

Al'l intervenors have identified problens associated with CW's
managenent of its operations, such as its failure to focus on
cost mnimzation. Not all intervenors have gone the next step
to question whether traditional rate-of-return ("ROR")

regul ation, which is essentially "cost-plus" regul ati on, sends
the correct signals to the Conpany. Sone intervenors have called
for the Conmi ssion to exert nore stringent control and

supervi sion of the Conpany's activities.

Al t hough a nunber of parties have opposed Commi ssion approval of
a price-cap nechanismfor CVWP in this proceeding, they have
testified to the problens associated with the continuation of
traditional, ROR regulation. These problens include: 1) the weak
incentive provided to CVP for efficient operation and
investnments; 2) the high adm nistrative costs for the Comm ssion
and intervening parties fromthe continuous filing of requests
for rate changes; 3) CW's ability to pass through to its
custoners the risks associated with a weak econony and

guesti onabl e managenent deci sions and actions; 4) limted pricing
flexibility on a case-by-case basis, making it difficult for CW
to prevent sales |osses to conpeting electricity and energy
suppliers; and 5) the general inconpatibility of traditional, RCOR
rat emaki ng procedures with growi ng conpetition in the electric
power i ndustry.

As sone parties to this proceeding recognize, the electric power
industry is nmoving away from one where all functions have

nat ur al - nronopoly characteristics and are highly regul ated toward
one where conpetition will become dominant. |In this new
environnent, as sone parties to this proceeding recogni ze, the
status quo in ternms of both utility and Conm ssi on ratemaking
actions will be | ess acceptable. From CW's perspective, tightly
controlled regulation will hinder its efforts to conpete with
others. Fromthe consuners' perspective, a major problem of
current regulation is that it protects CVMP from adverse events
that are both within and beyond its control. Qur efforts in the
proceeding to foll ow nust focus on finding an approach that w |l
give CWP flexibility without Iicense while preserving and
enhanci ng ratepayer protections. 19

While we will want to assure ourselves that any new form of
regul ation we adopt for CVMP wll be likely to produce benefits to
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ratepayers at | east conparable to those achi evabl e through
traditional regulation, we do not expect, nor do we encourage,
the parties to devote their resources to the precise
gquantification of probable rate | evels under various forns of
regul ation. W do not, for exanple, envision the com ng
proceeding as a five year attrition case. The parties should
focus instead on a structure that will achieve the benefits we
have identified while providing an equitable sharing of the
risks.
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A Positions of Parties

The parties to this proceedi ng generally support the

Comm ssion's consideration of different alternative rate pl ans.
There is a general recognition by the parties, as discussed
earlier in this Oder, that the electric power industry has

under gone maj or changes in recent years and nay continue to
change in the future. Although there is general criticismof the
current ratenmaking practice that applies to CWP, the record shows
that parties disagree over what should replace it and when.

The American Association for Retired Persons, the
| ECE COLER, the Advocate Staff, and the OPA support the deferral
of any Conmm ssion approval of an ARP until after this proceeding.
One party, the CCUC, proposed a price-cap plan for approval by
the Comm ssion in this proceeding. CM proposed a w de-ranging
plan (ARP) that would couple a price cap with significant pricing
flexibility.

The concerns over CMP' s proposed plan caused by ot her
parties were many and varied. The Maine State Legislative
Comm ttee of the Anerican Association of Retired Persons ("AARP")
rai sed several concerns and questions regarding CMP' s proposed
pl an: 1) the broad nature of the price index; 2) the lack of a
productivity offset; 3) the possible negative effect on the
Conmpany's DSM activities and | ong-term pl anni ng deci sions; 4) the
possi bl e negative effect on the Conpany's quality of service; 5)
the conplexity of CVMP' s proposed allocation of rate increases
bet ween fuel and nonfuel costs; and 6) the possible pronotion of
uneconomnmi cal sales. The witness for AARP, M. Neil Tal bot, also
guestions the role of a fuel cost adjustment nechanismin view of
t he Conpany's proposal. Finally, M. Tal bot believes that the
Comm ssion should | earn fromthe experiences and history of
i ncentive-based regulation in other states and | ocations before
approving an alternative rate plan for CWP.

The testinony of Dr. Marvin H Kahn and Dr. Dale E. Swan, on
behal f of the Conm ssion's Advocate Staff, identified both broad
and specific concerns with CMP' s price-cap proposal. They
recommend that the Comm ssion not adopt the Conpany's plan or any
alternative rate plan until enough information is available to
assess both the benefits and risks. Dr. Kahn and Dr. Swan argued
t hat the Comm ssion should first consider whether it wants to
pronote conpetition in CW's markets and what effect this woul d
have on core custoners, before approving an incentive-based pl an.
They argued, for exanple, that price caps may conflict with
Comm ssion goals directed specifically at the electric power
i ndustry; for exanple, pronoting DSM activities and conplying
with environnmental regulations. Dr. Kahn and Dr. Swan point to
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t he probl em of extrapolating fromthe experience of the
t el ecommuni cations industry, where incentive-based plans have
been wi dely adopted, in assum ng that price caps woul d be
appropriate for the electric power industry. The w tnesses
recommended a foll ow up proceeding to address these questions.

Expressing nore specific concerns, Dr. Kahn and Dr. Swan
warned that pure price caps are rare and shoul d be suppl enent ed
by sone profit-sharing conponent to provide a "social safety
net." They also argue that profit sharing can mtigate against a
qual i ty-of -service problemby reducing the volatility of
profits/losses on the downward side. They further point to six
specific problems with the Conpany's proposed ARP. (1) no good
reason exists for setting a 2 percent price floor, given the
prospect for an inproved econony and the restructuring of
exi sting contracts with PURPA-Qualifying Facilities; (2) the G\P
Implicit Price Deflator is too broad an index to apply; (3) an
up-front productivity offset should be incorporated into the
price-cap formula in order to keep CVWP' s profits closer to
"reasonabl e" levels; (4) CW would have a disincentive to pronote
the goals of integrated resource planning and poll ution-abatenment
goals; (5) the current fuel cost adjustnent nechanism as well as
CWP' s proposal, would provide the Conpany with weak incentives to
m nim ze fuel and purchased-power costs; and (6) the Conpany's
proposed plan excludes an annual performance review to eval uate
t he success of the price-cap plan.

Wth respect to the nexus between | ow i ncone prograns
and rate stability plans, Advocate Staff w tnesses Dr. Kahn and
Dr. Swan argue that:

"There is far too little explanation in the
Conmpany's case of how other regul atory

considerations, such as . . . |lowincone
assi stance progranms, will be nanaged in this
context."

Advocate Staff witnesses Dr. Kahn and Dr. Swan are
concerned about potential msalignnents between "regul atory
obj ectives" and "internal corporate profit notivations." W
believe that the ELP Reserve Account, discussed el sewhere in this
order, properly mtigates this concern

The Conpany and CCUC presented the only proposed ARPs in
this proceeding.20 In various ways, these plans are simlar, as

20The | ECG and COLER opposed the adoption of a price cap, but
urged that the Commission direct CMP to lower its rates from
current |levels by 15% over the next five years. The | ECGE COLER
proposal, in our view, is sinply a pure formof price cap with a
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testified to by the CCUC witness, Dr. Gordon Wil: they both
i nvol ve indexing, treating fuel-cost recovery within the price
cap, include a periodic review of the plan's perfornmance, and
allow for the possibility of CMP lowering prices to certain
customers.

Maj or differences in the two plans exist. First, the CCUC
pl an i ncludes the CPI and a productivity offset of one-half
percentage point. The Conpany's plan, in contrast, includes the
GNP Inplicit Price Deflator and no productivity offset.

Second, the CCUC plan contains no annual price-change
ceiling or floor. The Conpany's plan, in contrast, has a price
floor of 2 percent and a price ceiling of 6 percent.

Third, CCUC s plan allows for nore pricing flexibility than
t he Conpany's plan. CCUC proposes that rates can be adjusted
downwar d whenever conpetition or other conditions exist. It also
restricts CVMP fromrecovering revenue deficits suffered in
conpetitive or quasi-conpetitive markets by increasing prices to
ot her custoners above the specified cap.

Fourth, CCUC s plan includes fuel costs in the price-cap
formula to the extent they can legally be included. The Conpany
proposes to apply a certain portion of any index-related price
change to both fuel and nonfuel costs.

Fifth, the CCUC proposal would give the Comm ssion the
di scretion to termnate the price-cap plan at any tine.

Further, the CCUC plan woul d require an annual perfornmance
review to assess the price-cap plan and, in addition, would allow
any party to petition the Comm ssion for a rate investigation at
any tinme. CCUC argues that the review shoul d excl ude
consi deration of the sufficiency of the Conmpany's revenues.

CW's plan, in contrast, calls for a general performance review
during 1996.

Finally, CCUC s plan rejects the Conpany's "off ranp"
proposal that would allow the utility to file for a rate increase
if its earned rate of return is nore than 300 basis points bel ow
the nost recent allowed rate of return; under the Conpany's plan,
parties could petition the Conm ssion for a rate decrease if the
Conpany earns nore than 300 basis points above the allowed rate
of return. CCUC proposes instead an annual review and the right

substantial productivity offset. W do not view the | ECG COLER
position as opposed to price caps in principle, and we encourage
| EC@ COLER to participate in the proceeding we initiate with this
O der.
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for any party, including the Conpany, to petition for a rate
adj ustment at any tine.

B. Anal ysis of Price-Cap/Stability Pl ans

Price caps can be effective in controlling the prices of a
firmw th consi derabl e nonopoly power, such as CVP, even when
profits are less tightly regulated. As an additional benefit,
price caps coupled with pricing flexibility allow a regul ated
firmto conpete on a nore equal basis with other suppliers that
threaten its markets: a firmis given wide pricing discretion and
the opportunity to offer new services in the absence of
case- by-case regul atory approval.

An inportant benefit of price caps lies with protecting the
so-called "core custoners" from conpetition encountered in other
mar kets. For exanple, if separate price caps are placed on each
cl ass of custoner, whatever revenues the utility earns in the
nore conpetitive industrial markets would not directly affect the
price it can charge (say) residential custoners. Actual prices
to residential and other core custonmers would lie closer to the
all owed price ceiling than would be the case for industrial and
other nore price-sensitive custoners. |In contrast, under ROR
regulation a firmis generally given the opportunity to receive
revenues corresponding to its revenue requirenment. This inplies
t hat whenever the firmreceives fewer revenues fromone group of
custoners, it would have the right to petition for increased
revenues fromothers by proposing to raise their prices.

We believe that a key benefit to price caps is the strong
incentive to be cost effective. Custoners share in the benefits
of the nore efficient firmand the firmcan conpete on an equal
basis with other suppliers in price-sensitive markets. Price-cap
pl ans appear to have the potential to work well in a m xed
conpetition/regul ation environnent.

Based on the evidence presented in this proceeding, the

Comm ssion finds that nulti-year price-cap plans is likely to
provi de a nunber of potential benefits: (1) electricity prices
continue to be regulated in a conprehensi ble and predictabl e way;

(2) rate predictability and stability are nore likely; (3)

regul atory "adm ni stration"” costs can be reduced, thereby
allow ng for the conduct of other inportant regulatory activities
and for CMP to expend nore tinme and resources in managing its
operations; (4) Risks can be shifted to sharehol ders and away
fromratepayers (in a way that is nmanageable fromthe utility's
financi al perspective); and (5) because exceptional cost
managenent can |l ead to enhanced profitability for sharehol ders,
stronger incentives for cost mnimzation are created.
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Price cap regulation is not, of course, a panacea. The
price cap structure may lead to a lower quality or reliability of
service; excessively high or low profits; discrimnatory prices;
and the risk that consuners will see |ittle benefit from actual
productivity inprovenents.

A survey of the record for this proceedi ng reveal s several
poi nts of general agreenent. First, several parties advocate a
Commi ssion review of ARPs subsequent to this rate case. O her
parties, such as the Conpany and CCUC, reconmend that the
Comm ssi on approve an ARP in this proceeding. |In either case,
the Comm ssion interprets the general position of the parties as
one that supports, for various reasons, the Conmi ssion's serious
consi deration of ARPs as a replacenent for traditional, ROR
regul ati on.

We find that the potential benefits outweigh the potenti al
costs and will work to inplenment a rate stability plan in the
near future. The primary factor driving us to this conclusion is
the sane thenme we have expressed throughout this Order, namely
that CVP has not operated as efficiently as possible and we want
to inplenent a systemwhereby CMP will benefit if it is efficient
and will suffer if it is not. The CCUC wi tnesses conpl ai ned t hat
CWP does not act |like a conpetitive business and is not
aggressively cutting costs. The | ECE COLER wi t nesses nade
simlar observations and asked for a price freeze and 15% revenue
reduction over the next five years to force it to do so. W
think that over the long-term it is necessary to provide a
structure wherein CVWP has strong inherent incentives to take
actions of the kind suggested by the CCUC and | ECEG COLER
W t nesses.

We are aware, of course, that a majority of the parties to
this proceedi ng have urged the Comm ssion not to adopt an ARP at
the present time. W agree that inportant details remain to be
wor ked out, such as the problens discussed by M. Tal bot and
Staff wi tnesses Kahn and Swan. Even w tnesses such as Dr.

Sil kman and Dr. Shepard, while generally supportive of
alternative rate plans, were not recomrendi ng an ARP for CWP at
this time. W interpret Dr. Silkman's testinmony as to the proper
timng of an ARP for CVMP as a statenent that it was nore
inmportant at this tine to deny CMP' s rate increase request
because of the nore inportant "efficiency" nmessage that such
deni al would send to CMP conpared to an ARP.

We believe nost of the opposition concerning rate stability
pl ans arose fromeither questions of timng or concern whether
all the details, such as inplications for DSM have been



- 146 - Docket No. 92-345

sufficiently explored. W agree that there are inportant details
to be worked out before we can adopt an ARP.
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C. Eval uati on of Proposals

After reviewing CM's and CCUC s proposed price-cap pl ans,
the Comm ssion finds that each one contains certain strengths
that could be incorporated into an acceptable ARP. W find five
positive elenents of the Conpany's plan: (1) the use of an
econony-w de index; (2) a general perfornmance review to eval uate
t he past operation of the plan, as well as to reset new base
prices; (3) a rate review nmechanism including an up-front rule
for triggering a rate review (although, as discussed later in
this Order, the Comm ssion prefers a profit-sharing nmechanismto
be applied when the Conpany's earned rate of return on equity
lies outside a specified range); and (4) separate custoner-class
price caps to protect core custonmers from revenue deficits
encountered by the Conpany in nore conpetitive nmarkets; and (5)
pri ce change floors and ceilings.

There are al so significant shortcomngs to the Conpany's
pl an:

1. No up-front productivity offset;

2. A hard-to-understand fuel and nonfuel cost recovery
mechani sm

3. Lack of specificity regardi ng which mandat ed-costs are

to be treated outside the price-cap fornul a.

4. Lack of an annual review, which should include such
matters as verification of
price-cap/profit-sharing adjustnents, nonitoring
of the Conmpany's quality-of-service performance,
and determ nation of mandat ed-costs passt hroughs,
i f any.

The CCUC s proposed price-cap plan, in the Conm ssion's
opi nion, has the strengths of: (1) an up-front productivity
offset; (2) a narrow |list of mandated costs, (3) an annual
review, and (4) core custonmers protection fromrevenue deficits
suffered by the Conpany in noncore markets. |Its nmmjor weaknesses
i nclude the exclusion of an up-front rate-triggering rule and an
annual -revi ew process that woul d enconpass a too-broad an array
of issues.

There seens to be general support for an up-front
productivity offset, as indicated in the testinony of Gordon
Weil, Marvin Kahn and Dal e Swan and Richard Sil kman. Such an
of fset, among other things, would help to assure that efficiency
gai ns made by CMP woul d benefit consuners as well as the
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Conmpany' s sharehol ders. [In nost price-cap applications alluded
to earlier inthis Oder, a productivity offset is included
|argely for this reason. Any approval of an ARP shoul d be
conditioned on the expectation that CVMP consuners at |arge would
benefit.

The record points to support for constraining the range of
profits that the Conpany could earn under any ARP. Two genera
approaches were discussed: a profit-sharing plan and a discrete
mechani sm where the Conpany would retain all profits up to
certain limts with any additional profits triggering a formal
rate revi ew.

Finally, Advocate Staff, AARP and NRCM CLF expressed concern
that a price-cap plan would dimnish the CMP's incentive to
pronote energy conservation. Wile a price-cap plan would
provide CVMP with increased incentives to make short-term sal es as
| ong as prices exceed nmargi nal costs, it is inportant to
recogni ze that the sanme incentive would be present under
traditional ROR regulation. It is not clear, however, whether
t he Conpany woul d, over tine, invest |less in energy conservation
under an ARP given the Comm ssion's continued strong support for
DSM activities and integrated resource planning.

D. The Comm ssion's Rate Stability Pl an

The record in this proceedi ng supports pronpt consideration
of an alternative ratenmaking plan for CMP. Since the record
identifies "inplenmentation" and other issues that should be
further explored, the Comm ssion directs CWP, Advocate Staff and
any other party who wants to participate, to develop a specific
price-cap plan for CWP. To provide guidance to the parties
during the negotiation process, we describe below a Rate
Stability Plan that conforms with the policy goals that we see
served by an ARP. The Plan draws fromthe record of this
proceedi ng those positions and argunents of parties that wll
best fit our goals.

The Rate Stability Plan we envision would contain three
conmponents: a price-cap conponent, a profit-sharing component,
and a pricing flexibility conponent. The Rate Stability Plan
woul d have a duration of five years, with a brief annual
proceeding to inplenment any applicable rate changes, and a
detailed review at the end of the fourth year, to investigate the
performance of the Rate Stability Plan and to identify possible
changes to the Pl an.

Under the proposed Rate Stability Plan, CMP would gain
pricing flexibility: the rates that the Conpany coul d charge
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woul d become maxi mum prices or "caps." The Conpany coul d charge
rates below the cap without formal Conmm ssion consent or through
a mniml conpliance filing. The Conm ssion believes that a
mar gi nal cost price floor would be warranted to m nim ze the
possibility of CVW's driving out actual or prospective
conpetitors by pricing below cost. Although price
differentiation would likely result fromthe Plan, the Plan would
constrain the Conpany fromshifting revenue deficits caused by
conpetitive conditions or for any reason to other (for exanple,
core) custonmers. Revenue deficits, instead, would be borne by
sharehol ders. Placing the Conpany in a position where it would
have to cut costs to nmake up for these deficits, rather than
recovering themfrom other custonmers, should be an essenti al
conponent of any alternative rate plan.

The proposal to prohibit CMP fromrecovering revenue
deficits fromother custoners is conpatible with the workings of
conpetitive markets. In a conpetitive environnment, a firms
profits suffer anytine it | oses custonmers or is forced to | ower
prices to retain existing custoners. Potential revenue deficits
will notivate CVMP' s managenent to mnimze profit reductions in
noncore markets by inproving its overall efficiency or else
facing the prospect of strong opposition fromits sharehol ders.
Cost-cutting would also ultimately result in both core and
noncore customers' paying |lower prices than what they would
ot herwi se pay. W believe that the added risk confronting the
Conpany woul d be conpensated for by its greater opportunities
under the Plan to price nore on the basis of conpetitive
conditions and to earn higher profits.

Pricing flexibility, along with prohibition against the
Conpany's recovering revenue deficits fromcustoners, in the
Comm ssion's opinion, would provide a nunber of benefits: (1) the
Conpany's ability to conpete to retain custonmers with options
woul d be inproved (thereby tending to provide nore revenues to
the utility over which it can spread its fixed costs); (2) the
Conmpany woul d have a strong incentive to avoid giving speci al
contracts to "free riders" (that is, those custonmers who woul d
not have reduced their load in the absence of a discounted rate);
and (3) the high adm nistrative costs associated with the
case- by-case Comm ssion approval of special-rate contracts and
ot her forms of discounted rates would, for the nost part, be
el i m nat ed.

The proposed Rate Stability Plan would benefit both CW's
consuners and sharehol ders. It should inprove the Conpany's
incentive to control its future costs, and to adjust its prices
qui ckly in response to conpetitive and ot her market conditions.
The overriding rationale for a Rate Stability Plan is to | ower
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costs and prices for custoners, especially core custonmers, and
provi de an opportunity for the Conpany to earn nore profit.

Al though an alternative rate plan should explicitly allow profits
to vary with the actual performance of the Conpany, a "safety
net" should be incorporated into the Plan. The profit-sharing
conponent of the proposed Rate Stability Plan woul d provide that
"safety net," while at the same tine retaining the necessary
incentives for notivating CWP to control its overall cost of
service. The Conmission finds it extrenely inportant that any
alternative rate plan elicit better performance on the part of
CVP managenent. In the Comm ssion's opinion, a Rate Stability

Pl an woul d achi eve this objective.

E. | npl enent ati on | ssues For Foll ow Up Proceedi ng

We hereby initiate a followup proceeding with the objective
of establishing, through cooperative interaction by the parties
if possible, the precise paraneters of the Rate Stability Pl an
for the Conpany. W find that several issues raised in this
proceeding, relating to the Rate Stability Plan have not been
fully addressed.

The Conmmi ssion encourages the parties to this proceeding to
col | aborate over the next few nonths in order to resolve the
i npl ementation i ssues associated with the Comm ssion's proposed
Rate Stability Plan. Should negotiations anong the parties fail
to reach a consensus, the Conm ssion would then initiate a fornmal
proceeding to be term nated by
m d- 1994.

Relitigating this proceeding will create costly delays in
reshaping CMP' s incentives. The parties' efforts in the
foll ow up proceedi ng, therefore, should focus on inplenentation
i ssues that are defined as narrowWy as possible. Set forth bel ow
is the Commssion's list of questions that should be addressed.
Addi tional litigation of some of these issues may not be
necessary, but they are included to facilitate the parties
ability to arrive at a consensus. The high-priority issues are
itenms 3, 5 and 7. W discourage parties fromdeviating fromthe
basic franework and paranmeters set forth herein. |In the near
future, a Procedural Order will be issued with regard to various
procedural issues relating to ARP inplenentation.
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1. Sel ection of a price index

What econony-w de index, such as the CPI, PPl or G\P
Inmplicit Price Deflator, should be utilized in a price-cap
formul a?

2. Creation of a profit-sharing conponent

What shoul d be the precise design of a profit-sharing
mechani sn? For exanple, what should be the design of the bands
and the sharing ratios? How should the earned return on equity
be neasured? How should "irregular" profits be treated?

The profit-sharing conponent adds a second rate
adjustnment to the Rate Stability Plan. The Conmm ssion proposes
that such an adjustnent be nmade at the annual review.

Techni cal ly, the adjustnment could occur by |owering or increasing
the latest rates to reflect the required revenue changes
conpatible with the profit-sharing conponent. Wthin the
"neutral -zone" region, no such rate adjustnment would occur as the
Conmpany woul d keep all the profits it earns when the earned rate
of return does not exceed the allowed rate of return by nore than
(for exanple) 200 basis points. Setting a "neutral-zone" region
prevents an annual rate adjustnent (excluding the price-cap

adj ustnent) unl ess the Conpany experiences nore than "normal"
deviations in its earned rate of return. The profit-sharing
mechanismis symmetrical in that the Conpany could not increase
its rates as long as the earned rate of return does not fall nore
than 200 basis points below the allowed rate of return.

A sharing paraneter of 0.5 or greater outside the
"neutral -zone" region permts rate adjustnents that would tend to
mtigate against the Conpany earning, what sone m ght
characterize as, "extrene" profits on both the high and | ow ends.
As an alternative design of the profit-sharing conponent, a
formal rate review may be triggered whenever the earned rate of
return on equity falls outside a specified range (simlar to what
CWP proposed in this proceeding). The problemw th such a design
is that it could lead to perverse incentives. The Conm ssion
believes that the 0.5 value would give the Conpany sufficient
incentive for inproving its operating efficiency, while at the
sanme tinme constraining the Conpany's rate of return to a
reasonabl e range of val ues.

3. Productivity offset

There is substantial debate regarding how to set the
productivity offset. How should a productivity offset be
determ ned? Wiat should it reflect? |Is productivity already
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captured in the econony-w de i ndex? Should the productivity
of fset be based upon detailed studies of |long-term productivity
growh by electric utilities? Should it include a "stretch
factor,” which would pass through up-front nore of the benefits
of productivity inprovenents to consuners? Should the index
"match" the productivity factor? Wile generally the price-cap
formul a should sinply be the choice of an econony-w de i ndex,
of fset by an assuned electric industry productivity factor, the
parties may wi sh to explore the extent to which future sales
growt h can be expected to match cost increases.

Since the determnation of the productivity offset is
the nost significant issue in determ ning the specific
characteristics of the Rate Stability Plan, the Comm ssion
expects the parties to provide substantial evidence on it.

No matter how the productivity offset is defined or
perceived, it wuld affect the share of actual efficiency gains
going to CWP sharehol ders and to consuners. Although determ ning
a productivity offset that would make consuners better off would
al ways involve some margin of error, it can provide the
credibility to the Rate Stability Plan that may be needed for
publ i c-w de acceptance. A "stretch factor” to the productivity
of fset shoul d be given serious consideration during negotiations
in order to mnimze risks to consuners, as well as to place nore
pressure on CMP to inprove its cost efficiency. The productivity
of fset should be no | ess than one percent, which is what CW
proposes in this proceeding once the fuel deferrals have been
recover ed.

4. Scope of annual review

The annual review should be restricted to determ ning
t he mandated costs that can be passed through to consuners,
verifying the profit-sharing and price-cap rate adjustnents, and
eval uating the Conpany's quality-of-service performance during
the previous year. Any perfornmance-eval uation, base-rate
resetting activity or other activities affecting the operation of
the Rate Stability Plan should be done only at the Conmmi ssion's
mul ti-year (4-year) performance review.

How t he Comm ssion responds to the Conpany earning
profits far renoved fromits targeted |levels (for exanple, this
proceedi ng's Comm ssi on-approved rate of return on equity) would
have an inportant effect on the incentive aspects of the Rate
Stability Plan. The profit-sharing conponent of the Plan
establishes up-front rules, thereby mtigating against the
Comm ssion arbitrarily changing the rules, which in turn could
lead to (perverse) strategi c behavior by the Conpany that woul d
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be incongruous with pronoting |long-termcost efficiency. Prior
to approval of the Plan, the Comm ssion will need to determ ne
the treatment of "extrene" rates of return on equity (a rate of
return, for exanple, that differs fromthe |atest
Commi ssi on- approved rates of return by a prespecified anount or
| arge changes in the costs of capital). The discussion of
"extrene" rates of return on equity should be done at the
mul ti-year performance review, rather than at the annual review.
The Comm ssion recommends that these reviews should take place
every four years.

What shoul d be the procedures for conducting the
annual review? Should it include routine price-cap and
profit-sharing rate adjustments that coul d be passed through,
say, following a thirty-day review period? Should the annual
review al so include whether certain costs fall within the neaning
of "mandat ed costs" and an assessnent of the Conpany's quality of
service? How could these reviews be expedited in an annual

review? How, technically, will rate adjustnents be carried out?
5. Custoner satisfaction and reliability
incentives

Concerns over the effect of an alternative rate plan,
such as the Rate Stability Plan, on the Conpany's conti nued
incentive to provide high quality of service will need to be
addressed. (See, for exanple, Talbot Surrebuttal at 14.) The
devel opnent of explicit incentives to nore intensively nonitor
certain of the Conpany's activities (such as those used in New
Yor k) shoul d be given consideration.

At this tinme, the Comm ssion has not determ ned
whet her its current authority, which would continue under the
Rate Stability Plan, to penalize the Conpany for an excessive
nunber of consumer conplaints or safety and reliability
negl i gence provides an effective regulatory stick to the Conpany.
It is also not clear to the Conm ssion that the Conpany woul d
lower its quality of service even in the absence of Commi ssion
oversight (which, incidentally, may not be economically bad if
the resul tant cost savings exceed the | ost consunmer benefits).
Resol ution of the quality of service issue would be required
prior to this Conm ssion's approval of the Rate Stability Pl an.
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6. Definition of mandated costs

The Comm ssion agrees with CCUC that the definition of
t hese costs should be kept as narrow as possi ble. Al nost any
category of cost that the Conpany incurs (wWth the possible
exception of taxes) can arguably be affected by managenent
actions. The ability of the Conpany to pass through |arge cost
items would dimnish the effectiveness of the Rate Stability Plan
to control the Conpany's costs. Parties should agree on a narrow
list of items that would qualify as mandated costs. The
Comm ssi on believes that these costs should be limted to those
that affect only CWP or the electric power industry. Costs that
affect other industries, such as general tax increases and
br oad- based new governnment regul ations (for exanple, higher
heal t h-care costs), would be reflected in an econony-w de price
i ndex. Passthrough of mandated costs should be deternmined in the
annual revi ew process.

Anortizations of cancelled plant that end during the
price-cap period should be passed through to ratepayers at the
annual review. As the anortization of ELP expenditures and ERAM
deferrals are of a non-recurring nature, we woul d expect that
this anortization would be included in the list of "negative
passt hrough™ itens in the Rate Stability Plan. Unlike cancelled
pl ant, ELP anortizations or ERAM deferrals, current routine,
recurring anortizations should not be included as passthroughs
si nce when one anortization ends another is likely to replace it.
Thus, the list of negative passthrough itenms should be very
short.

Regardi ng FASB No. 106 ("Accounting for Postretirenent
Benefits Other Than Pensions"), CWP's offer to forego recovery of
50 percent of these costs, seens reasonable. Since uncertainties
w Il persist, the recovery of the 50 percent shoul d perhaps take
pl ace at the first annual review of the Rate Stability Pl an,
rather than at the end of the current rate case. G ven that
these costs are currently being deferred, CWVP should be somewhat
indifferent to the timng of the rate increase to recover for
these costs. In any event, these costs should be closely
examned in the follow up proceeding or the first annual review.

An inportant question is whether or not new capital
expenditures for both demand- and supply-side activities should
constitute a mandated cost item (with the Conmm ssion's continuing
to conduct a prudence review) to be recovered from consuners
outside the price-cap fornula. The Conm ssion recommends t hat
t hese expenditures not be treated separately. The Conpany coul d
request, however, special passthrough treatnment which the
Comm ssion woul d approve if circunstances dictate.
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A reason for not treating capital expenditures
separately, is that it would help to elimnate the oft-di scussed
probl em of ROR regulation giving firns an incentive to
overcapitalize (the so-called "Averch-Johnson effect"). As an
addi tional reason, by incorporating all capital expenditures for
each category of resource (for exanple, new power plants, DSM
activities, firmpurchased power) into the price-cap fornula, the
Conpany woul d have an incentive to make | east-cost i nvestnent
deci sions. The Conm ssion believes that such treatnent of new
capital expenditures should reduce the need for retrospective
prudence reviews of CMP' s planning activities.

A nunber of questions nust be resolved. Wat should
be the definition and scope of nmandated costs? Should they only
i nclude those costs that are unique to the electric power
i ndustry and CMP? Regarding FASB No. 106 ("Accounting for
Postretirement Benefits OQther Than Pensions”): What is the
correct estimate of the total transition obligation? Are at
| east 50 percent of these costs prudent? Wat should be the
passt hrough rate increase?

7. Treat nent of fuel and purchased-power costs

VWhat shoul d be the appropriate treatnent (given
current |egal constraints) of these costs under a Rate Stability
Plan? To what extent should these costs be recovered differently
than what they are currently? Wuld a "no change" approach to
recovering fuel and purchased-power costs seriously dimnish the
potential cost-efficiency benefits of a Rate Stability Plan? How
can the allocation of revenue changes between fuel (which is
reconcil abl e) and non-fuel (which is not) best be achieved? Wat
options are available to the Comm ssion, given Miine' s current
public utility statutes and the Conm ssion's current rules and
regul ations? Could revenue |oss through ill-conceived di scount
rates that are reconciled through the fuel cost adjustnment hurt
core custoners?

I n Docket No. 92-102, the Comm ssion found that
despite their concerns regarding the inclusion of QF capacity
costs in the fuel cost adjustnment, "the Comm ssion finds that no
change will be made to the current fuel cost adjustnent
rat emaki ng treatnent for QF capacity costs at this tine." 92-102
Order at 89. The Comm ssion desired further analysis of two
i ssues:

First, the nmechanismto identify the capacity
conmponent of QF contracts which do not
provi de a breakdown in the rate of energy
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and capacity has not been devel oped.

Second, while we are concerned about

"nost - favor ed- capacity" treatnment of QF
capacity costs and we find that there is

i nsufficient evidence regardi ng potenti al
uni nt ended i npacts on incentives of renoving
QF capacity paynents fromthe FCA (such as
i npacts on econom c dispatch), we are
concerned that a new set of "perverse

i ncentives" may be created by making this
change. Because we do not wish sinply to
trade one set of problens for another, we
believe it is inmportant to give further

t hought to the nechani sns and changes which
shoul d be inplenented in this area.

Since the Docket No. 92-345 inplenmentation proceedi ng
wi |l consider the fuel adjustnment clause's inpact on the Rate
Stability Plan, that proceeding is an appropriate tine to
determ ne whether or not to renobve capacity paynents relating to
new QF resources (including expansions, extension or renewal of
exi sting QF contracts) fromthe fuel cost adjustnment. These
capacity costs would instead receive recovery under the price cap
plan. QF contracts that are currently in the fuel cost
adj ustnment would remain in the fuel cost adjustnent until
expiration of the contract or changed circunstances dictate
removal fromthe fuel cost adjustnent.

To address this issue, we ask the parties to eval uate
the follow ng issues in the Docket No. 92-345 Rate Stability Plan
| mpl enent ati on Proceedi ng.

1. How capaci ty/energy costs should be split if the
contract does not provide that breakout? Since
the record in 92-102 does have sone di scussi on of
this issue, a logical starting point would be for
the parties to explain which of the nethodol ogi es
put forward is preferable.

2. Does the evidence established in Docket No. 92-102
(Phase I'l) with respect to the "perverse
i ncentives" of including QF capacity paynents in
the fuel cost adjustnment sufficiently outweigh
possi bl e uni ntended i npacts on incentives?

a. How woul d econom ¢ di spatch be affected if QF
capacity paynents are not recovered in the
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fuel cost adjustnment? |If QF capacity
paynments are not recovered in the fuel cost
adj ustnent, would this create unintended

I npacts on econom ¢ di spatch?

b. Wuld different treatnent of QF capacity costs
relative to Maine Yankee capacity costs have
a perverse inpact on incentives?

8. Ef fect on denmnd-si de managenent (DSM
activities

The central question is whether there is a need for
t he Comm ssion to devel op stronger incentives to pronote CVP' s
ener gy-conservation activities to conpensate for the added
incentive of an ARP to pronpte sales. Because of the |onger
regul atory lag that woul d be expected under the Rate Stability
Pl an, the Commi ssion agrees with sone parties that the Conpany
could profit nore than it currently does from pronoting
electricity sales. Fromthis perspective, therefore, it seens
that there would be a need for additional DSMincentives. From
anot her perspective, however, additional incentives may not be
needed as Maine already has DSM i ncentive nechani sns, and the
Comm ssi on woul d have the sanme authority that it now has over the
i ntegrated resource planning process. |In other words, the
resource planning obligation of the Conpany and the Comm ssion's
policy goals with regard to integrated resource planning would
remai n intact.

Finally, should this Conmm ssion consider instituting
an additional DSMincentive plan at the sanme tine that the Rate
Stability Plan would becone effective, simlar to a recent action
by the New York Conm ssion? The Conm ssion could choose to give
CWP additional incentives for DSM activities in the future if
circunstances dictate. For exanple, the Conm ssion could allow
t he Conpany a hi gher share of the cost-savings from DSM
activities than what it currently all ows.

9. Term nation Option

Once approved, the Comm ssion believes that it should
be strongly committed to the Rate Stability Plan. Still, there
may be "extreme circunstances” where a return to traditional ROR
may be warranted. The definition of such circunstances shoul d be
made before inplenenting a plan.

10. Pricing Flexibility
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What Commi ssi on oversight of rate charges, if any,
woul d be required? How can pricing flexibility be reconciled
with rate design proceedings? Should the utility be allowed the
authority to lower rates on a case-by-case basis (based upon
prograns in which all custoners that neet certain criteria would
be allowed lower rates)? Gven the utility's strong incentive
under the Rate Stability Plan to avoid giving unnecessary rate
di scounts, is "undue" discrimnation a major concern?

11. ELP Under the Rate Stability Pl an

Not wi t hstandi ng any rate stability plan, the Conm ssion
expects the Conpany to understand conpletely and t horoughly that
it is obligated to manage its | owincone program
cost-effectively, appropriately targeting cost-effective benefits
to | owinconme residential ratepayers who nost need assi stance
while mnimzing costs to the overall body of ratepayers. W
bel i eve that expectation is consistent with the Conmi ssion's
Order in Docket No. 93-157 (Re: Mdifications to Central Mine
Power Conpany's Electric Lifeline Programfor the 1993-93 Program
Year) The Commi ssion intends to evaluate carefully the
| ow-i nconme program s perfornmance over the termof any Rate
Stability Pl an.

X RATE DESI GN

A. Backgr ound

Central Maine Power prefiled the direct testinony of Peter
A. Maheu showing the results of his allocation of the proposed
revenue increase to rate classes, the basis for the design of the
proposed rates, and the inpact on typical bills. On June 25,
1993, CWP presented Fred Anderson, who submitted to
cross-exam nation on the Maheu prefil ed.

On July 14, 1993, CW filed revised tariff pages to Rates AL
and SL, and revised pages to its Terns & Conditions reflecting
increases to line extension and special facilities charges. The
revenue inpacts of the July 14th filing are taken into account in
Tuorini em /Dumai s Adj ustnment NO No. 9.

On May 19, 1993, the Navy prefiled the testinony of Thomas
J. Knobl och on cost of service, revenue allocation, and rate
design. This testinony was entered into the record w thout
exani nati on

B. Parti es' Positions

1. Central Mii ne Power Conpany
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CVP proposes to allocate the increase to rate cl asses
wi t hout inpacting existing revenue allocations, either fuel or
base. Using the conpliance marginal cost study from June 28,
1991 in Docket No. 89-068, Maheu adjusted the margi nal costs by a
ratio of 1992 adjusted test year kilowatt-hour sales to 1988
adj usted test year sales. The revenue increase was, then,
allocated to each rate class on an EPMC (equal percentage
mar gi nal cost) basis. Wthin each rate class, the required
revenue increase was allocated to each rate elenent in proportion
to the current revenues derived fromthat element. This
met hodol ogy is consistent with that used in the two rate
i ncreases since Docket No. 89-068. On cross, Anderson agreed
that the nethodol ogy preserves the 4% Rate A-TOU cap from Docket
No. 92-078.

2. Navy

The Navy's wi tness, Knobloch, testified that CW's
update of the 1988 marginal cost study was partial in that the
adjustnment was only related to sales and did not take custoners,
coi nci dent peaks, and non-coinci dent peaks into account. He
points out that CMP has filed a fully updated margi nal cost study
in Docket No. 92-315 show ng that margi nal costs have changed
significantly since 1988. Knobl och shows that CMP' s resulting
allocation is not entirely equal percentage of marginal cost if
all revenues are allocated by the updated study. Since he
believes that it is inappropriate to use an inproperly adjusted,
out -of -date, marginal cost study, when a new study wll be
avai |l abl e pending a resolution in Docket No. 92-315, he would
allocate the increase by a uniform percentage to each rate cl ass
on an interim basis.

3. The Advocate Staff

The Advocate Staff points out that of the three
approaches to allocation, Knobloch's EPMC nmet hod noves nore in
the direction of true marginal cost allocation but would produce
|l ess rate stability. Knobloch's "across-the-board” method noves
away from margi nal cost allocation but is nost stable. CWM's
EPMC i ncrease allocation provides a bal ance between rate
stability and novenent toward margi nal costs. The Advocate Staff
prefers CVP' s nethod but would not object if the Conm ssion chose
the Navy's across-the-board approach.

C. Concl usi on

Si nce our decision in Docket No. 89-068, we have applied
each rate increase using an EPMC net hodol ogy. W find that such
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met hodol ogy remai ns proper and consistent with our nobst recent
rate design decision. Accordingly, we will allocate this using
CWP' s EPMC net hod.

XI. CONCLUSI ON AND ORDER

For the reasons stated in this Oder, we find that Central Maine
Power Conpany's revenue shall be increased by $26, 239,000 and the
new rates shall be put into effect which are designed to generate
the new revenue requirenent. No additional ordering paragraphs
are necessary to inplenent this revenue requirenent beyond those
al ready provided in Part 1. W do Oder

1. that a foll owup proceeding be held to inplenment an
alternative rate plan as described in this Part 11
Oder. W |leave to the discretion of the
Adm nistrative Director and the Hearing Exam ner|[s]
whether to initiate a new docket and to deal with
notice and intervention procedures.

Dat ed at Augusta, Maine, this 14th day of Decenber, 1993.

BY ORDER OF THE COW SSI ON

Charl es A. Jacobs
Adm ni strative Director

COMM SSI ONERS VOTI NG FOR: Pai ne
Nugent

COW SSI ONER DI SSENTI NG | N PART:
Wl ch
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DI SSENTI NG OPI Nl ON OF CHAI RMAN WELCH

| dissent in two respects fromthe decision of the Comm ssion.

First, | do not agree that CMP should be granted an additi onal
$5.766 mllion in rates based on projections of gromh in costs
and growh in revenues fromthe test year to the rate year.

The attrition all owance granted here rests upon two projections:
an estimate of revenue growh, and an estimate of the growh of
CVWP's costs. The record in this case does not persuade ne that
CWP has shown, with sufficient reliability, the accuracy of
either projection, and | have concluded that CVP has failed to
nmeet its burden of proof.21

Wth respect to revenue projections, the degree of variation
fromone forecast to the next, and the variation between forecast
and "actual ," is strong evidence that the forecasts presented
here provide little guide to the | evel of revenues that CW is
likely to achieve in the rate year. The fact that CW's
forecasts in the past have a snmall average error says nothing
about their predictive power for any particular future period.

It is not obvious to ne why CWP' s ratepayer should pay increased
rates based on revenue estimates that have so little predictive
power .

Even nore troubl esonme to ne is the "trending" of CMP' s costs
fromthe test year to the rate year. For non-outage rel ated
expenses for Maine Yankee, and other O%M expenses for CWP itself
(for exanple), the majority decision accepts that costs will grow
at a projected 2.5%rate of inflation. | do not believe the

Comm ssi on shoul d assune, however, that these cost increases are
beyond the power of CMP to control, 22 regardl ess of whether these
costs have nore or less increased with inflation in the past.
Today's econom c climate does not allow CWP the |uxury of

"busi ness-as-usual " cost trending. The Conpany and its

2lAs Advocate Staff correctly observes, at pp. 82-85 of its

brief, CVWP bears the burden of proving it is entitled to an
attrition all owance.

22The Heari ng Examiners blend their recomendati on with respect

to attrition with their recommendati on concerni ng the managenment
audit. See H E Report, p. 179. | believe, however, that the
two shoul d be kept separate. The managenent audit identified the
areas in which CW is currently operating less efficiently than
it should. Attrition seeks to quantify the |ikely changes froma
baseline (presunmed efficient) relationship between revenues and
costs.
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rat epayers woul d both profit froma managenent conm tnent to
limt any rate year cost growmh (not already reflected in test
year adjustnents) to anounts consistent with revenue grow h.

My overarching reason for opposing the attrition allowance in
this case is that, where both conpetition and custoner i npact
require that the Comm ssion reject any |level of increase in rates
that is not fully supported and justified, the Comm ssion should
be especially reluctant to resolve uncertainties in favor of
increasing rates. The uncertainties here with respect to the
degree of growth in revenues and of costs are, to ne, too great
to add nearly $6 mllion to the increase we should grant to

CWP. 23

Wth respect to the adjustnent for inefficiency, | concur with
my fellow Commissioners in all but the precise quantification of
the adjustnent. | would reduce the overall revenue requirenent
by $23.6 million, representing the m d-point of the available
savings identified by the managenent audit. In light of the
majority's decision to grant an allowance for attrition, however,
| have no difficulty concluding that, in overall context of the
Order, the reduction of $25.3 million found appropriate by the
majority is fully supported by the evidence.

Thi s docunent has been designated for publication.

2] do not quarrel with adjusting test year data for "known and
certain" changes -- such as the expiration of Conm ssion-ordered
anortizations, or changes in tax rates -- where the effect of

t hose changes will be experienced in the rate year. Virtually
all of the attrition allowance permtted here, however, involves
the estimated growth in the difference between two sets of
projections, neither of which | find sufficiently reliable for
rat emaki ng pur poses.
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NOTI CE OF RI GHTS TO REVI EW OR APPEAL

5 MR S. A 8 9061 requires the Public Uilities Comm ssion to

gi ve

each party to an adjudicatory proceeding witten notice of

the party's rights to review or appeal of its decision made at
t he concl usion of the adjudicatory proceeding. The nethods of
adj udi catory proceedi ngs are as foll ows:

1

Reconsi deration of the Comm ssion's Order may be requested

under Section 6(N) of the Conm ssion's Rules of Practice and
Procedure (65-407 C MR 11) within 20 days of the date of
the Order by filing a petition with the Comm ssion stating

t he grounds upon which consideration is sought.

Appeal of a final decision of the Commi ssion may be taken to

the Law Court by filing, within 30 days of the date of the
Order, a Notice of Appeal with the Admi nistrative Director
of the Comm ssion, pursuant to 35-A MR S. A 8§ 1320 (1)-(4)
and the Maine Rules of Civil Procedure, Rule 73 et seq.

Addi ti onal court review of constitutional issues or issues

i nvol ving the justness or reasonabl eness of rates may be had
by the filing of an appeal with the Law Court, pursuant to
35-A MR S. A 8 1320 (5).

The attachnent of this Notice to a docunent does not
indicate the Comm ssion's view that the particular
docunent may be subject to review or appeal.
Simlarly, the failure of the Conm ssion to attach a
copy of this Notice to a docunent does not indicate
the Comm ssion's view that the docunent is not subject
to review or appeal.



